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OUR TARBENS

2002 TARGETS

GROW SALES BY AT LEAST 5%

INTRODUCE TWO REVOLUTIONARY

adidas FOOTWEAR INNQVATIONS:
CLIMACOOL® (SALES TARGET: 500,000 PAIRS)
a%® [SALES TARGET: 250,000 PAIRS)

DELIVER DOUBLE-DIGIT CURRENCY-NEUTRAL
SALES GROWTH IN ASIA, NORTH AMERICA AND
AT TAYLORMADE-adidas GOLF

DELIVER GROSS MARGIN OF 41 T0 43%
IMPROVE DSO AND STOCK TURN FOR THE
GROUP

REDUCE DEBT BY UP TO € 100 MILLION

DRIVE BOTTOM-LINE EARNINGS UP 5 TO 10%

INCREASE SHAREHOLDER UNDERSTANDING
AND CONFIDENCE IN GROUP STRATEGY
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2002 RESULTS

SALEES BIREW 7% TO REACH RECORD (LEVEL
OF € 6.5 BILLION

NEW adiclas INNOVATIONS STRONGILY
RECEVED:

CLIMACODL® [1 MILLION PAIRS SOLD)
&% (500,000 PAIRS SOLD)

CURRENCY-NEUTRAL SALES GREW 23%

004 ASIA, 14% 1N NORTR AMERICA AND 37%
AT TATLORMABDE-adidas GOLE

BROSS MAREIN REACHED 43.2%
INVENTORIES REBDUCED BY 7%,
RECENVABLES WP LESS THAN

SALES BROWITH, ABING IMPROVIED

DEBT REDUCED BY € 1817 MItLION
EARNINGS UP 10%

TOPR DAX-30 PERFORMIER AGAIN I8 2002
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2003 TARGETS

GROW SALES BY AROUND 5%

EXPAND AND COMMERCIALIZE
adidas FOOTWEAR TECHNOLOGY:
CLIMACOOL® 2 [SALES TARGET:

2 MILLION PAIRS)

a%® [SALES TARGET: 750,000 PAIRS)

DELIVER DOUBLE-DIGIT CURRENCY-NEUTR.
SALES GROWTH [N ASIA AND NORTH AMERI
DELIVER GROSS MARGIN OF 42 TO 43%
DECREASE WORKING CAPITAL AS A
PERCENTAGE OF NET SALES

REDUCE DEBT BY AT LEAST € 100 MILLION
DRIVE EARNINGS GROWTH QF 10 70 15%

MAINTAIN AND EXPAND SHAREHOLDER
CONFIDENCE
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NET SALES € in millions

s e 5,065
L e 5,355
w0 e 5,035
0 6,112
s
METINCOME € inmillions
L e 203
S o
2000 _ 182

8 PASSION FOR SPORT

FINANCIAL HIGHLIGHTS

T 2002 2001 Change
Net sales 6,523 6,112 6.7%
Income before taxes 3920 376 3.7%
Net income 229 208 9.6%

Key tetios %

Gross margin £3.2 42.6 0.7pp
Selling, general and administrative

expenses as a percentage of net sales 34.4 333 1.1pp
EBITDA as a percentage of net sales 9.3 9.9 (0.6pp)
Effective tax rate 37.9 39.0 (1.1pp)
Net income as a percentage of net sales 3.5 3.4 0.1pp
Equity ratio 25.6 243 1.1pp
Bzlance Sheet Bata € in millions
Total assets 46,261 4,183 1.9%
Inventories 1,190 1,273 (6.5%)
Receivables and other current assets 1,578 1,520 3.8%
Working capital 1,467 1,485 (1.2%)
Net total borrowings 1,498 1,679 (10.8%)
Shareholders’ equity 1,001 1,015 6.6%
Per $hare of Common Stock €
Basic earnings per share 5.04 4.60 9.6%
Diluted earnings per share 5.04 - -
Basic earnings per share

{without goodwill amortization) 6.04 5.49 10.0%
Operating cash flow per share 11.77 8.47 1.4%
Dividend per share 1.00" 0.92 8.7%
Share price at year-end 82.30 84.30 {2.4%)
Other at year-end
Number of employees 146,716 13.941 5.6%
Number of shares outstanding £5,622,500 45,349,200 0.2%
Average number of shares 45,366,100 45,349,200 0.0%

Rounding differences may arise in percentages and totals for figures presented in
millions as calculation is atways based on the figures stated in thousands.

i Subject to Annuat General Meeting approval
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adidas-Salomon Executive Board /// It is not only our business which is
all about sport. Our Group’s culture revolves around a passion for sport.
This is what characterizes our work ethic and our management style.
Biographies of our Executive Board members are included in this annual
report (see Corporate Governance).

10 PASSION FOR SPORT
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adidas Sport Heritage continued to grow at strong double-digit rates and 1s now a more
than € 900 million business. In the last two years, we have doubled sales in this division,
with trend-setters and style leaders around the world wearing our products.

Our newest adidas division, Sport Style, got off to a powerful start at the Paris Fashion
Week in October. Media, retailers and spectators strongly praised our unique cooperation
with designer Yohji Yamamoto. Consumers can buy these products this spring, when they
are launched at exclusive fashion boutiques around the world.

At TaylorMade, we also received a strong reception from golfers for our revolutionary
new metalwoods - the R500 Series. This is already the number one played driver on the
US, European and Japanese professional golf tours. As a result of this success, TaylorMade
is now the global leader in metalwood sales. And our acquisition of the Maxfli golf ball
brand has further strengthened our golfing product range.

Salomon continues as the number one winter sports brand, despite two seasons of
tough snow conditions. More importantly, it is expanding into the all-important soft goods
category, both with its own products and the newly acquired Arc’Teryx brand.

Glenn Bennett, 39 /// Global Operations / American
To succeed in competition, you need speed, power
and agility. That's the focus of Global Operations within
the adidas-Salomon Group.

12 PASSION FOR SPORT LETTER TO THE SHAREHOLDERS




Our regions also delivered excellent performance. Spurred by the World Cup, sales in
Asia grew by more than 20% on a currency-neutral basis with Japan, Korea and China
being the key drivers. In North America, our new approach to the market is producing
results and our turnaround is in full swing. In local currency, sales grew by 14% and year-
end backlogs showed their highest rates since 1998. In Europe, our biggest region, we
increased sales by another 4% despite especially tough conditions in our home market
Germany. Standouts here were Italy and the UK. In Latin America, currency-neutral sales
grew more than 30%. In euro terms, however, this positive development was undercut by
massive currency devaluation in Argentina and Brazil.

We continued to align our marketing and operations activities more closely. We now
have dedicated teams for all areas of our business: adidas Sport Performance, adidas Sport
Heritage, adidas Sport Style, Salomon and TaylorMade-adidas Golf. In addition, we made
major headway in further increasing speed to market, including taking 30 days out of the
footwear production process.

Our work on social and environmental issues was widely acknowledged by stake-
holders, non-governmental organizations (NGOs) and other independent institutes. We
were again rated as a leader in our industry by the Dow Jones Sustainability Growth
Index and the FTSE4Good Europe Index.

Ross McMullin, 47 /// North America / Canadian
In business as in sport, strong leadership and outstanding
teamwork are critical for success.

Manfred Ihle, 61 /// Legal and Environmentat Affairs / German
The true sportsman knows that winning is only sweet when the
victory is achieved fairly and honestly.




‘All of our efforts have paid off in superior financial performance. Sales in 2002 grew by
7% to € 6.5 billion, with currency-neutral double-digit increases coming from both North
America and Asia. We surpassed our gross margin target range, with a strong 43.2% of
sales. We improved working capital as a percentage of sales. We drove down debt by more
than € 180 million. And most importantly, we increased bottom-line earnings by 10%.

Our successes are being widely recognized. Consumers, retailers and investors all see us
in a different, much more positive light today than they have in several years. To give one
example: for the second year in a row our share was the best performing stock in the
German blue-chip index DAX-30. This is a feat which no other German company has ever
matched.

While we have done many things right in 2002, it’s now time for us to go even further.
We have a clear vision: passion for sport. And we have a clear mission: to be the global
leader in the sporting goods industry. In 2003, we expect to grow sales and profitability in
all regions. Our targets are revenue growth of around 5% and earnings growth of between
10 and 15%.

Michel Perraudin, 55 /// Human Resources,

Key Projects and Corporate Services / Swiss

At adidas-Salomon, what makes us unique is our
attitude - we are committed to working together
as a team.

14 PASSION FOR SPORT LETTER TO THE SHAREHOLDERS



We aim to reach a 20% share of the US footwear business in the next three to five
years. We plan to expand our Group’s leading position in Europe. And we are striving for
leadership in Asia. Of course, there are uncertainties - both large and small - which will
always challenge us, but the success of the past three years gives me great confidence that

our Group can meet the high expectations we’ve set for ourselves.

Before I close, I want to thank all of the adidas-Salomon employees for their dedication
and commitment over the last year. Winning is a team effort, and I am convinced that we
have just the right people in place to take our Group to the next level of performance.

My thanks also to you, our shareholders, for the trust you continue to place in our

Management team.

Today, adidas-Salomon is a much better, leaner and fitter organization. We have success-
fully repositioned ourselves in the marketplace, and have grown faster than many of our
competitors. This is a long and tough race - but each of us at adidas-Salomon is passionate

about winning it.

P

q 0.
N Cet e
A

Herbert Hainer
Chairman, Chief Executive Officer
March 2003

Robin Stalker, 44 /// Finance / New Zealander

Winning takes more than having a goal. It's about creating
the right game plan and then finding the optimal batance

between the big picture and the details.
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Erich Stamminger, 45 /// Global Marketing / German
Our individuat and coltective passion for sport drives the
whole Group forward. It always has and it always will.




Corporate Mission Statement
Locations

Operational and Sporting Highlights
Qur Share
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adidas-Salomon STRIVES TO BE THE GLOBAL LEADER IN
THE SPORTING GOODS INDUSTRY WITH SPORTS BRANDS
BUILT ON A PASSION FOR SPORT AND A SPORTING
LIFESTYLE.

— WE ARE CONSUMER FOCUSED., THAT MEANS W= ARE
CONTINUOUSLY IMPROVING THE QUALITY, LOOK, FEEL AND
IMAGE OF OUR PRODUCTS AND STRUCT URES TO UNITE
OUR BRAND VALUES WITH CONSUMER EXPECTATIONS.

— WE ARE INNOVATION AND DESIGN LEADERS WIHO SEEK
TO HELP ATHLETES OF ALL SKILL LEVELS ACHIEVE

PEAK PERFORMANCE WITH EVERY PRODUCT WE BRING
TO THE MARKET.

> WE ARE A GLOBAL ORGANIZATION THAT IS SOCIALLY
AND ENVIRONMENTALLY RESPONSIBLE AND FINANCIALLY
REWARDING FOR OUR EMPLOYEES AND SHAREHOLDERS.

18 THE GROUP
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adidas-Salomon in the World /// adidas-Satomon IS A GLOBAL PILAYER WHICH IS REPRESENTED IN
MARKETS ALL OVER THE WORLD. THE GROUP COMPRISES 114 SUBSIDIARIES WITH HEABQUARTERS IN
HERZOGENAURACH, GERMANY. GUR PRIMARY LOCATIONS ARE LLUSTRATED ON THE ABOVE WORLD MAP,
HIGHLIGHTING OUR BRANDS AND MAJOR SUBSIDIARIES.

20 THE GROUP
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OPERATIONAL HIGHLIGHTS 2002 ///

-]

7

JANUARY /// adidas-Salomon acquires 100% of ~ MARCH /// ClimaCool®, a new 360° ventilation system for
the shares of Canadian outdoor specialist Arc'Teryx footwear, is launched with an initial sales target of 500,000
Equipment Inc. (1) pairs in 2002. The actual sales volume turns out to be more

than twice as high. (2
JANUARY /// adidas-5alomon assumes full ownership of

its adidas subsidiary in ltaly. APRIL /// a%®, a new shoe technology, provides runners

at adidas-sponsored marathon events in Paris, London,
FEBRUARY /// T-MAC, the signature shoe for basketball Boston, Rotterdam and Madrid with an energy manage-
star Tracy McGrady, is the No.1 selling shoe in the USA. ment system. (3]

MARCH /// adidas-Salomon announces that sales in 2001 APRIL /// Tracy McGrady signs a lifetime strategic

topped € 6 billion for the first time ever and EPS grew partnership contract with adidas. ()

15% for the year.
MAY //{ Three-time World Champion Maurice Greene
enters a long-term sponsorship agreement with adidas. (s)

JULY /// adidas-Salomon extends its partnership with
FC Bayern Munich by acquiring a 10% share in FC Bayern
Minchen AG. (6,71

SPORTING HIGHLIGHTS 2002 ///

JANUARY /// Thomas Johansson wins the Australian MAY /// Real Madrid beats Bayer Leverkusen in an all-
Open in Melbourne. (1) adidas final and wins its third UEFA Champions League™

title in tive years. (s, 6}
FEBRUARY /// Over 50% of the athletes at the Winter

Olympics in Salt Lake City, USA, compete in adidas JUNE /// adidas is official sponsor, supplier and licensee
three stripes and/or Salomon product and win nearly of the 2002 FIFA World Cup™ and autfits 10 teams
200 medals. (2,24 including co-host Japan and finalist Germany. (7.8,9)
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Our Share /// 2002 WAS ANOTHER SUCCESSFUL.
YEAR #0i THE adidas-Salomon SHARE: AS IN 2001,
OUR SIIARE WAS ONCE AGAIN THE TOP PERFORMER
IN THE DAX-30. IN ADDITION, THE TREND TOWARDS A
MORE INTERNATIONAL SHAREHOIDER STRUCTURE
CONTINUED THROUGHOUY THE YEAR. WITH FURTHER
IMPROVEMENTS IN QUR INVESTOR RLATIONS ACTIV-
TIES AND AN UNCHANGED DIVIDEND PAYOUT RATIO
AT THE TOP END OF TIIE GROUP'S BIVIDZND POLICY,
WE PROVIDED ADDITIONAL BVIDENCE GF OUR CNCOING
COMMITMENT TO QUR SHAREHOLDERS [N 2002

24 THE GROUP

THE adidas-Salomon SHARE

Number of shares outstanding
2002 average
at year-end 2002

45,366,100
45,422,500

Frankfurt, Paris

ISIN DE0005003404
WKN 500 340

COMMON 006103707
Stock symbol ADS
Important indices DAX-30

MSC| World Textiles,
Apparel & Luxury Goods

CDAX Consumer Cyclical

Dow Jones STOXX

Dow Jones EURO STOXX

Dow Jones Sustainability

FTSE4Good Europe

HISTORICAL PERFORMANCE OF THE adidas-Salomon
SHARE AND IMPORTANT INDICES AT YEAR-END 2002

1year 3years
adidas-Satomon % (2] 11
DAX-30 % [44] (58}
MSCI World Textiles,
Apparel & Luxury Goods % (8) (34)

TOP PERFORMER IN DAX-30/// In 2002, stock markets
worldwide were characterized by significant share price
decreases. Within this very difficult environment, the
adidas-Salomon share also declined 2%, but neverthe-
less outperformed most of our competitors. Ending the
year at € 82.30, the adidas-Salomon share was the top
performer in the DAX-30, Germany's premiere stock
index, which declined 44% in 2002. Outperforming the
index by 42 percentage points, this marked the first time
in the history of the index that one of its members was
the top performer for two consecutive years. In addition,
adidas-Salomon’s share price development also beat the
Morgan Stanley Capital International {MSCI) World
Textiles, Apparel and Luxury Goods index, which com-
prises the Group’s major competitors. This index lost
8% in the course of the year.
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EXTENSIVE AND POSITIVE ANALYST COVERAGE /// The
relevance of our Group within the financial community

is also reflected in the extensive coverage of adidas-
Salomon by numerous financial institutions. In 2002,
more than 35 banks released research reports on
adidas-Salomon on a regular basis. Within the last three
months of the year, more than half of these analysts
[52%) had issued a “buy” recommendation for our share.
Only 8% ranked our share in the “sell” category, while
40% recommended investors “hold” our share.

€ 1.00 DIVIDEND AT TOP END OF GROUP DIVIDEND
RANGE /// After paying a dividend of € 0.92 per share

in each of the last three years, the adidas-Salomon
Executive and Supervisory Boards will recommend a
dividend of € 1.00 for the 2002 fiscal year to our share-
holders at the Annual General Meeting on May 8, 2003.
This increase of 9% versus the prior years amounts to the
highest dividend in the Group’s history and reflects our
philosophy to share our Group's success with our share-
holders. With a total payout of approximately € 45 million
the proposal represents a payout percentage of 20%.
This is at the top end of our dividend policy, which
recommends a payout ratio of between 15 and 20% of
consolidated net income.

26 THE GROUP OUR SHARE

PROPORTION OF INTERNATIONAL SHAREHOLDERS
GROWS IN 2002 /// Continuing the development of recent
years, adidas-Salomon’s shareholder structure showed
a clear trend towards an increasingly international
shareholder base in 2002. The amount of invitations

to our Annual General Meeting in May 2002 distributed
on our behalf by banks indicates a total number of
around 95,000 shareholders. adidas-Salomon has a free
float of 100%.

According to estimates based on our latest annual
ownership analysis conducted in June 2002, institutional
investors currently account for 76% of the Group's 45.4
million outstanding shares (2001: 69%]. Smaller, un-
disclosed holdings, which mainly include retail investors,
make up 19% of adidas-Salomon’s shares (2001: 21%).

Of the known institutional investors, North Americans
continue to be the largest group. Their share ownership
increased to 31% in 2002 from 27% in 2001. German
institutional investors account for 19% of outstanding
shares versus 16% in the prior year. Other Europeans now
hold 22% of adidas-Salomon’s shares compared to 24% in
2001. Holdings of other international shareholders have
doubled to 4% in 2002 from 2% in 2001. adidas-Salomon
Management, which includes current members of the
Executive and Supervisory Boards, holds less than 5% of
outstanding shares. This compares to less than 10% in
2001.

INVESTOR RELATIONS ACTIVITIES INCREASE /// At
adidas-Salomon, we constantly strive to further improve
communication with both individual and institutional
investors. In the course of 2002, adidas-Salomon’s
Management and the Investor Relations team visited a
large number of investors during road shows in Europe,
North America and Asia. In addition, we frequently
participated in conferences, spoke at retail investor
presentations, held over 400 one-on-one meetings with
institutional investors and also met with shareholders’
representatives on several occasions. In September
2002, we hosted our third annual Investor Day in London
which included presentations from five Executive Board
members. By presenting the latest product innovations
as well as Management's goals and strategies to
investors and financial analysts, we continue to increase
adidas-Salomon’s visibility within the financial commu-
nity. This supports our efforts to achieve a fair valuation
of the adidas-Salomon share on the stock markets.
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GROUP STRATEGY

OUR BRANDS AND DIVISIONS
adidas Sport Performance
adidas Sport Heritage

adidas Sport Style

Salomon

TaylorMade-adidas Golf

BRAND STRATEGIES
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CONSUMER-ORIENTED BUSINESS MODEL

CONSUMER perforimance athletes sports lifestyle consumers fashion-conscious consumers freeride athletes golfers
BRANDS / DIVISIONS adidas Sport Performance adidas Sport Heritage adidas Sport Style Salomon TaylorMade-adidas Colf
FOCUSED RESOURCES Marketing Marketing Marketing Marketing Marketing

Operations Operations Operations Operations Operations

Sales Sales Sales Sales Sales

Our Strategy /// THE adidas-Satomon STRATEGY IS FOCUSED ON CONTINUOUSLY DEVELOPING
AND STRENGTHENING OUR BRANDS. WE AIM TO MAXIMIZE OUR BRANDS' IMPACT WITH CONSUMERS
AND ENHANCE BRAND PROFITABILITY ON THE BASIS OF FIVE STRATEGIC PILLARS THAT GUIDE
EVERYTHING WE DO.

30 STRATEGY
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Our Product Portfolio /// ONE OF THE KEY STRENGTHS OF OUR GROUP LIES IN THE RANGE OF OUR
BRANDS. EACH BRAND, WITH ITS OWN DISTINCT IDENTITY, IS CLEARLY FOCUSED TO MEET THE NEEDS
OF A SPECIFIC SECTOR WITHIN THE SPORTING GOODS MARKET. THIS DIFFERENTIATION IS CRUCIAL AND
HELPS US MAXIMIZE OUR IMPACT WITH CONSUMERS.

32 STRATEGY

adidas

adidas SPORT
PERFORMANCE ///
This is the largest
adidas division
(82% of adidas
sales) with prod-
ucts “engineered
to perform” for
athletes of all
abilities. Techno-
logical innovation
and a commitment
to performance are
the cornerstones
of this division.

colcos

adidas SPORT
HERITAGE ///
This is the fastest
growing adidas
division. These
products seek to
extend the unique
and authentic
heritage of adidas
to the lifestyle
market. Revenues
from the Sport
Heritage division
currently comprise
18% of brand
adidas sales.

&

ey
=
acicas

adidas SPORT
STYLE ///

This division, which
first releases
products in 2003,
targets the growing
set of cosmopolitan
consumers who are
looking for exclu-
sive, style-leading
products that have
relevant and
differentiating
characteristics.
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DEVELOPING PRODUCTS FOR CONSUMERS

> WE UNDERSTAND AND ARE CONTINUOUSLY
RESPONDING TO THE FACT THAT WE SERVE
DIFFERENT CONSUMER GROUPRPS WHO BUY OUR
PRODUCTS FOR VARYING REASONS. FOR SOME, I1T°S
ABOUT ACHIEVING SPORTING EXCELLENCE. FOR
OTHERS, IT°S ABOUT A WAY OF LIFE. FOR STILL

o1 Z_mﬁm [17°S PURELY AND SIMPLY A FASHION
STATEMENT, IN FACT , WE HAVE IDENTIFIED AND
ARE WORKING TO SATISFY FIVE DISTINCT 6ROUPS
OF CONSUMERS. WE BELIEVE THAT EACH OF
THESE GROUPS HAS DIFFERENT PRODUCT NEEDS,
BUYING PATTERNS, MARKETING DEMANDS AND
IN PARTICULAR A DIFFERENT PASSION THIEY
BRING WITH THEM 10 SPORT.
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adidas Sport Performance /// RUNNING FASTER, LONGER. HITTING HARDER, FURTHER. JUMPING HIGHER, QUICKER. OUR PASSION TO BE THE BEST MEANS
THAT WE ARE CONTINUOUSLY SEEKING TO MAXIMIZE ATHLETIC PERFORMANCE IN EVERY AREA OF SPORT. NO OTHER SPORTS BRAND IN THE WORLD IS MORE
DEDICATED TO PROVIDING ATHLETES WITH THE PRODUCTS THEY NEED TO PERFORM AT THEIR PEAK. OUR UNPARALLELED HISTORY, KNOWLEDGE AND
EXPERIENCE HAS GIVEN US A TRUE UNDERSTANDING OF WHAT “PERFORMANCE PRODUCTS” REALLY ARE. PRODUCTS WHICH CAN BE USED BY SERIOUS, REGULAR
AND OCCASIONAL ATHLETES WHO BUY BECAUSE THEY ARE DIRECTLY INVOLVED IN OR STRONGLY INSPIRED BY SPORT PERFORMANCE.

Y
ColCas

—y ey

A N

TENNIS ///
adidas IS THE
WORLD LEADER
IN PERFOR-
MANCE TENNIS
FOOTWEAR AND
APPAREL.

FOOTBALL ///
PERHAPS THE
SPORT MOST
STRONGLY
IDENTIFIED
WITH THE
adidas BRAND,
FOOTBALL
ENJOYS A LONG
TRADITION AT
adidas AND THIS
IS REFLECTED
IN OUR NUMBER
ONE POSITION
GLOBALLY.
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adidas Sport Performance /// THE HOME OF adidas CUTTING-EDGE TECHNOLOGIES SUCH AS CLIMACOOL®, a%®, THE PREDATOR® FOOTBALL
SERIES AND THE SUPERNOVA RUNNING SHOE FAMILY. PRODUCTS ARE DESIGNED TO ENHANCE AN ATHLETE'S PERFORMANCE AT ALL LEVELS OF COMPETITION.
THROUGH ENSURING THAT OUR PRODUCTS ARE “ENGINEERED TO PERFORM”, WE MEET AND SATISFY THE SPECIFIC NEEDS OF ALL ATHLETES.

QO&

ooloos
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adidas Sport Heritage /1] WEARING SPORTS SHOES AND APPAREL ISN'T JUST CONFINED TO THE PITCH, THE TRACK OR THE COURT. SPORTSWEAR

HAS BECOME A MAJOR ELEMENT OF THE GEAR THAT YOUNG PEOPLE WEAR ON THE STREET. IN THE SPORT HERITAGE DIVISION, WE COMBINE THE AUTHENTIC
VISION AND PASSION THAT ADI DASSLER BROUGHT TO SPORT MORE THAN 75 YEARS AGO WITH THE SPORTING LIFESTYLE OF TODAY'S WORLD. THE

RESULT IS THE PERFECT FUSION OF SPORT AUTHENTICITY AND GLOBAL STREET STYLE. WE TARGET TREND-SETTERS AND YOUTH AROUND THE WORLD

WHO ILOVE AND PURCHASE PRODUCTS INSPIRED BY OUR GENUINE AND UNIQUE SPORT HERITAGE.
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adidas Sport Heritage /// PRODUCTS IN THIS AREA COMBINE EXPERT CRAFTSMANSHIP WITH SUPERIOR MATERIALS. OUR THREE PRODUCT TYPES ARE

- RE-INTRODUCED: RE-MAKES OF OLD WINNERS, BROUGHT BACK tN LIMITED QUANTITIES, <> RE-INTERPRETED: BASED ON THE ORIGINAL AUTHENTIC SPORTS PRODUCT,
BUT WITH UPDATED COLORS, MATERIALS AND DETAILS, AND -> RE-DESIGNED: INSPIRED BY ORIGINAL adidas PRODUCTS IN STYLE, EXPERIENCE AND CRAFTSMANSHIP,
AND UPDATED FOR TODAY'S CONTEXT. THESE PRODUCTS ARE “ONCE INNOVATIVE, NOW CLASSIC, ALWAYS AUTHENTIC”.

A%

Taver

adidas

REKORD SUEDE /// TRAINING SHOE
MONZA GRAND PRIX /// RALLY DRIVING SHOE

MID FORUM /// BASKETBALL SHOE

42 STRATEGY OUR BRANDS AND DIVISIONS /// adidas SPORT HERITAGE
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adidas Sport Style /1] SPORTS FASHION IS SOMETHING EXCITING, UNIQUE AND INSPIRATIONAL. IT IS WHERE SPORTS PASSION MEETS FASHION AND 1S
BECOMING AN INCREASINGLY IMPORTANT PART OF THE SPORTING GOODS MARIKET. THE DEMAND COMES FROM THE PREMIUM FASHION-CONSCIOUS
CONSUMER WHO IS MORE LIKELY TO BE OVER 25 THAN UNDER. THESE PRODUCTS, ALIL NEW TO THE MARKET IN 2003, ARE PART OF OUR UNIQUE PARTNERSHIP

WITH STAR DESIGNER YOIHJI YAMAMOTO. THEY TARGET COSMOPOLITAN CONSUMERS WHO ARE LOOKING FOR EXCLUSIVE, STYLE-LEADING PRODUCTS
THAT HAVE RELEVANT AND DIFFERENTIATING CHARACTERISTICS.
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KNIT CARDIGAN /// HOT PANT
LONGSLEEVE DRESS PLAIN

HOODED SWEAT /// WOVEN PANT
KNIT JACKET /// MESH TEE /// SKIRT
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adidas Sport Style /// adidas Y-3 1S THE FUTURE IN SPORTSWEAR. INFLUENTIAL DESIGN AND NEW TECHNOLOGY COMBINED WITH THE HIGHEST
QUALITY STANDARDS CLEARLY DISTINGUISH Y-3 FROM ANY OTHER SPORTSWEAR LINE. IT COMBINES FASHION ELEGANCE AND SPORTS FUNCTIONALTY IN CHIC

SPORTSWEAR FOR EVERYDAY LIFE IN A WAY THAT NEVER EXISTED BEFORE.

s

cdidas
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Salomon /// AT SALOMON, IT'S ALL ABOUT FREEDOM ACTION SPORTS. THESE ARE INDIVIDUAL, NO-RULES SPORTS. IT'S THE OFF-ROAD EXPERIENCE.
ABOUT GLIDING TO NEW ADVENTURES. ABOUT SUCCEEDING IN A NICHE. WHATEVER THE ENVIRONMENT — SNOW, TRAILS, ROCKS, STREET OR WATER -
SALOMON OFFERS PRODUCTS TO CONSUMERS LOOKING FOR UNRESTRICTED SENSATION, STYLE AND ADVENTURE. THESE ATHLETES ARE UNIQUE AND
THEY ARE LOOKING FOR BRANDS QUTSIDE THE MAINSTREAM. THAT'S WHY SUCCEEDING WITH THESE CONSUMERS REQUIRES A MULTI-BRAND APPROACH.
TEAMING UP WITH MAVIC, BONFIRE, ARC'TERYX AND CLICHE, SALOMON IS BREAKING NEW GROUND AND SETTING NEW STANDARDS.

@y

SALOFAORN

BIKING /// MAVIC IS THE WORLD'S
LEADING BRAND IN BIKE COMPONENTS
FOR BOTH RACING AND MOUNTAIN
BIKING.

48 STRATEGY OUR BRANDS AND DIVISIONS /// SALOMON

SKATING /// SALOMON IS THE
THIRD LARGEST SUPPLIER OF
INLINE SKATES IN THE WORLD.
SKATEBOARDING IS ALSO A NEW
AND UP-AND-COMING PORTION
OF THIS BUSINESS.
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Salomon /// SALOMON 'S TOP PRIORITY IS PRODUCT INNOVATION. AND AS A RESULT, IT HAS A PIPELINE OF PRODUCTS THAT NO OTHER SUPPLIER OF
WINTER SPORTING GOODS CAN MATCH. IN SUMMER PRODUCTS, TOO, THIS IS A CRITICAL FACTOR IN THE FAST SALES GROWTH OF THESE PRODUCTS.

SALOMON

CROSSMAX™ 10.0 /// SKI BOOT =

ADVANCED CHASSIS OPTIMIZES ENERGY TRANSMISSION  ee——=
THERMO-MOLDABLE LINER
CROSSMAX™ 10 PILOT /// SKI AND BINDING SYSTEM  —smem——=r
REVOLUTIONARY BINDING TECHNOLOGY
SKI-X CARVING SKI = == e

SRR @ fi

[ ki il -
(L CSo.«..mz» A mﬁ_lmi_.}.

ROARSYAR <P | & @
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TaylorMade-adidas Golf /// HITTING THE PERFECT DRIVE. HOLING THE IMPOSSIBLE PUTT. CONCENTRATION AND PRECISION.
THE GOLFER IS AN ATHLETE DIFFERENT FROM ANY OTHER. OUR PRODUCTS ARE TARGETED AT PROVIDING GOLFERS OF ALL LEVELS WITH PREMIUM
TECHNGLOGY THAT ALLOWS THEM TO OPTIMIZE THEIR GAME.

PE=N
Lear:

Wy oaiieisl T

METALWOODS /// TAYLORMADE iS5 THE WORLD'S LEADING METALWOOD BRAND. WE PRODUCE,
MARKET AND SELL MORE METALWOODS THAN ANY OTHER GOLF COMPANY.

FOOTWEAR AND APPAREL /// adidas GOLF BRINGS THE STRENGTH OF THE adidas NAME TO THESE LUCRATIVE GOLF CATEGORIES. ALTHOUGH THE GROUP'S
GLOBAL MARKET SHARE 1S CURRENTLY SMALL, THIS IS THE AREA WHERE WE PROJECT THE HIGHEST GROWTH RATES IN THE COMING YEARS.

52 STRATEGY OUR BRANDS AND DIVISIONS /// TAYLORMADE-adidas GOLF
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TaylorMade-adidas Golf /// THE AVERAGE GOLF EQUIPMENT INNOVATION HOLDS ITS OWN IN THE MARKET FOR ONLY 24 MONTHS BEFORE IT IS
OVERTAKEN BY THE NEXT INNOVATION. AT TAYLORMADE, OUR STRENGTH AND A MAJOR REASON BEHIND OUR RAPID GROWTH DURING THE LAST FEW YEARS IS
OUR UNIQUE ABILITY TO CREATE AND MARKET EXCITING NEW PRODUCTS MORE QUICKLY AND CONSISTENTLY THAN ANY OF OUR COMPETITORS.
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adidas /// AT adidas, OUR ORGANIZATION 1S MATCHED TO THE NEEDS OF THREE
GROUPS OF SPORT-ORIENTED CONSUMERS: = OUR SPORT PERFORMANCE DIVISION IS
AIMED AT ATHLETES AT ALL PERFORMANCE LEVELS, - SPORT HERITAGE TARGETS
TREND-SETTERS SEEKING SPORT-INSPIRED STREETWEAR WITH AN AUTHENTIC
ORIGIN, > AND SPORT STYLE FOCUSES ON YOUNG COSMOPOLITAN CONSUMERS
LOOKING FOR EXCLUSIVE, FASHION-ORIENTED SPORTSWEAR PRODUCTS. THIS
THREE-DIVISIONAL APPROACH HELPS US TO BEST DEVELOP AND MARKET INNOVATIVE
PRODUCTS, MEETING THE NEEDS OF TODAY'S DIVERSE CONSUMERS.

56 STRATEGY

adidas SPORT PERFORMANCE /// adidas Sport Performance focuses on offering functional
and exciting products in all our sports categories. Qur top five priorities are running,
football, basketball, tennis and training. We have number one or two positions globally in
all of these categories.

MAJOR INITIATIVES IN RUNNING /// Running is the world's largest footwear category

and an area where adidas has always been strong. We strive to be the leader in design,
innovation, performance and, ultimately, in volume. Our product pipeline is based on two
strong product families: ClimaCool® and a%®. ClimaCool® is our 360° ventilated footwear
and apparel, where we plan to sell more than two million pairs of footwear and two million
pieces of apparel in 2003. a3®, our revolutionary energy management footwear technology,
is being expanded into new variations to come closer to meeting the needs of individuat
athletes. We will support these innovations and the rest of our strong running offering
with high-impact marketing around the world including marathons in Boston, London,
Berlin, Paris, Milan and Amsterdam. Other important running initiatives include tailored
solutions for our key accounts and athletic specialty retail partners, and our industry-
leading, made-to-measure “mi adidas” customized footwear program.

BASKETBALL SUCCESS CONTINUES /// Baskethall is the fastest growing category in the
USA and is key to future growth prospects in the region. In the last two years, we have
nearly doubled the size of our basketball business. In addition to utilizing our ClimaCool®
and a3® technologies, powerful basketball symbols such as Tracy McGrady and Tim Duncan
are helping to propel product interest and sales. In November, we will release our T-MAC 3
as the next follow-up to our hugely successful Tracy McGrady-inspired basketball shoes.

adidas /// PREDATOR> MANIA
FOOTDALL BDOT
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Salomon /// AT SALOMON, WE HAVE OUR ORIGINS IN WINTER SPORTS AND ARE THE
CLEAR MARKET LEADER IN THIS SECTOR IN TERMS OF SALES, PRODUCT INNOVATIONS
AND RACING RESULTS. DOMINATING THE 2002 OLYMPIC GAMES IN SALT LAKE CITY, WE
ARE THE NUMBER ONE SUPPLIER OF SKI BOOTS, BINDINGS AND CROSS-COUNTRY
PRODUCTS. WE ALSO HOLD LEADING POSITIONS IN SKIS AND SNOWBOARDS. WE ARE
NOW ALSO TAKING STRONG POSITIONS IN OUTDOOR FOOTWEAR AND APPAREL, INLINE
SKATES, SKATEBOARDS AND SURFING PRODUCTS.

58 STRATEGY BRAND STRATEGIES

SALOMON: GROWING THE SOFT GOODS BUSINESS AS A STRATEGIC PRIORITY /// While
Salomon remains committed to delivering high-performance hardware, our future growth
will also be driven by expanding our product profile in footwear, apparel and accessories. In
2001, we launched our first Salomon apparel collection, combining cutting-edge technical
functions, such as “motion fit” and body temperature management with contemporary
styling. In 2002, we again earned the prestigious ISPO award for outdoor footwear with the
XA-Pro adventure running shoe.

MAVIC: HIGH-TECH BIKING PRODUCTS /// Mavic sets the standard as the leading brand
for high-end rims and wheels for mountain and road racing bikes. In 2002, we again
introduced major innovations in the product range. In 2003 and beyond, Mavic and adidas
Cycling will combine efforts to bring the strongest possible offering of both soft goods and
hardware to the market.

BONFIRE: THE ULTIMATE IN SNOWBOARD APPAREL /// As a leader in snowboard-specific
features and innovations, Bonfire's outerwear and streetwear lines represent a major leap
forward in fabric coating technologies. Bonfire products are extremely waterproof and
highly breathable, with features designed specifically for snowboarding. At Bonfire, our
ongoing focus is to create technical apparel for the wearer that is at home on the mountain
and on the street.

ARC'TERYX: THE REFERENCE IN TECHNICAL OUTDOOR APPAREL /// Arc'Teryx, an out-
door apparel and climbing equipment specialist, was acquired by adidas-Salomon in 2002.
Arc'Teryx is the hottest brand in North America’s outdoor technical apparel market with a
strong track record of product innovation, including harnesses, performance backpacks or
most recently technical outerwear and layering systems. Arc'Teryx sales and profits grew
significantly in 2002. And looking ahead, we will extend Arc'Teryx’s success by continuously
developing unique and innovative apparel products for the most demanding outdoor sports
enthusiasts.

CLICHE: SETTING TRENDS IN SKATEBOARDING /// Skateboarding is having a huge impact
on youth today. In 2001, Salomon acquired Cliché, the leading European skateboard com-
pany. In 2002, we doubled Cliché sales and the brand received excellent exposure in all key
US and European skateboard publications. In 2003, Cliché will launch its first collection of
skateboard-specific footwear.

SALOMON /// VERSE 8 PILOTO SKI
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adidas-Salomon /// 1N 2002, adidas-Salomon
DELIVERED EXCELLENT TOP- AND BOTTOM-LINE RESULTS.
NET SALES INCREASED 7% FROM € 6.1 BILLION IN 2001 TO
€ 6.5 BILLION IN 2002. THE GROUP'S GROSS MARGIN GREW
0.7 PERCENTAGE POINTS TO 43.2% OF SALES. THIS WAS
ACHIEVED DESPITE DIFFICULT RETAIL. CONDITIONS IN ALL
MAJOR MARKETS. THE GROUP'S OPERATING EXPENSES AS
A PERCENTAGE OF NET SALES GREW 1.1 PERCENTAGE
POINTS TO 35.9%. AS A RESULT, OPERATING PROFIT GREW
TO € 477 MILLION (2001: € 475 MILLION). adidas-Salomon’s
INCOME BEFORE TAXES WAS € 390 MILLION, UP 4% VERSUS
€ 376 MILLION IN 2001. LOWER MINORITIES ALSQO CON-
TRIBUTED TO THE GROUP'S NET INCOME, WHICH GREW
10% FROM € 208 MILLION 1N 2001 TO € 229 MILLION 1N
2002. THIS REPRESENTS BASIC EARNINGS PER SHARE OF
€ 5.04 VERSUS € 4.60 IN THE PRIOR YEAR. THESE RESULTS
ARE AT THE TOP END OF THE EARNINGS RANGE TARGETED
BY MANAGEMENT AT THE BEGINNING OF THE YEAR. FOR
2003, THE GROUP ANTICIPATES REVENUE GROWTH OF
AROUND 5%, A VISIBLE OPERATING MARGIN IMPROVEMENT
AND EARNINGS GROWTH OF BETWEEN 10 AND 15%.

62 REPORTING

ECONOMIC AND SECTOR DEVELOPMENT

STOCK MARKET LOSSES AND FEAR OF WAR IN IRAQ
CHARACTERIZE US ECONOMY /// 2002 was a year with
largely negative macroeconomic signals from all major
markets. In the USA, the economy experienced gross domestic
product (GDP} improvements at the beginning of 2002. How-
ever, substantial stock market losses, fears with respect to
the anniversary of the September 11 attacks and uncertainties
surrounding possible military action in Iraq significantly
slowed down growth in the second half of the year. As a
result, GDP grew only 2% and consumer confidence, which
declined in eight of the 12 months, was at its lowest level in
nine years at the end of December 2002.

STAGNANT ECONOMIES YIELD LOW CONSUMER SPENDING
IN EUROPE /// European economies showed little growth in
2002 with a GDP increase of less than 1% compared to the
prior year. The drivers of this development include the deteri-
oration of consumer sentiment due to the introduction of the
euro and corresponding price increases at the beginning of
the year, rising unemployment as well as a decline in global
price competitiveness owing to the appreciation of the euro.
Germany has been particularly weak, with GDP growth of only
0.2%, reflecting the worst economic development since 1993.

NEGATIVE GDP DEVELOPMENT IN ASIA AND LATIN
AMERICA /// In Japan, GDP growth was negative in 2002.
Increases in exports and solid growth in private consumption
were more than offset by decreases in both public and private
investment. Furthermore, wholesale prices declined and
deflation persisted during the entire year. In Argentina, the
economy suffered a severe financial and banking crisis in
2002. As a result, GDP declined strongly compared to the
prior year and many other economies in the region were
impacted by spill-over effects.

SPORTING GOODS SECTOR UNDER PRESSURE IN NORTH
AMERICA DURING THE SECOND HALF OF THE YEAR ///
After a successful first half of the year among sporting goods
retailers, low consumer confidence and the difficult economic
conditions led to disappointing back-to-school sales which
exacerbated an already strongly promotional environment in
North America. In addition, the US West Coast dock dispute
put further pressure on supptiers and retailers who had to
redirect shipments to ensure fall deliveries. As a result,
several athletic specialty retailers as well as smaller sporting
goods manufacturers were forced to issue sales and profit
warnings. Nevertheless, most of the major suppliers were
able to increase both their sales and earnings.

MIXED CONDITIONS AT SPORTING GOODS RETAIL IN
EUROPE /// In Europe, the picture for the sporting goods
market was mixed, developing similarly to the national
economies. While market conditions continued to be tough
throughout Central Europe with particular weakness in
Germany, where the retail sector experienced the worst
trading conditions in more than 40 years, athletic retail
showed some improvements in the UK, France and Spain.

WORLD CUP SPURS GROWTH IN ASIAN SPORTING GOODS
SECTOR /// In Japan and South Korea, the retail environment
experienced World Cup-driven improvements which continued
throughout the year. In addition, expansion of retail doors in
China continued during 2002 mainly as a result of increased
consumer spending.
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ASIAN SALES REACH € 1.2 BILLION /// Asia was again the
fastest growing region for the Group. Sales increased 16% to
reach € 1.2 billion in 2002 (2001: € 1.0 bitlion}. On a currency-
neutrat basis, this increase was 23%. adidas sales grew 20%
from € 726 mitlion in 2001 to € 867 million in 2002, driven

by vigorous growth of adidas in Japan, which benefited from
the positive response to the 2002 FIFA World Cup™. adidas
sales in South Korea, China, Hong Kong, Taiwan and Malaysia
also continued to grow solidly. TaylorMade-adidas Golf again
grew strongly (+24%]) with substantial sales increases coming
from South Korea. Salomon sales declined 25% in Asia, as a
result of continued poor winter business and the over-stocked
outdoor footwear market in Japan. In other Asian markets, the
Salomon brand grew at double-digit rates, albeit from a small
base.

SALES IN EUROPE GROW 4% /// Sales for adidas-Salomon

in Europe grew 4% from € 3.1 billion to € 3.2 billion. On a
currency-neutral basis, this increase was 5%. All brands
delivered positive growth. Sales at brand adidas grew 4%
from € 2.6 billion in 2001 to € 2.7 billion in 2002, primarily

as a result of solid performance in ltaly, UK, Spain and
France, driven by our strong footwear range. Emerging
market sales also continued to grow substantially, supported
in particular by sales growth in Russia and the Middle East.
TaylorMade-adidas Golf was also one of the main drivers of
growth in Europe, with sales up 34% from € 83 million in
2001 to € 111 million in 2002 following the excellent reception
of the new R500 Series drivers. Salomon also grew, with
European sales up 3%, driven largely by increases in the ski
boot and nordic categories in an otherwise challenging winter
market. In addition, Mavic sales grew at double-digit rates.

LATIN AMERICA SALES GROW STRONGLY ON A CURRENCY-
NEUTRAL BASIS /// In Latin America, where revenues are
generated predominately by brand adidas, sales declined 9%
in 2002 to € 163 million {2001: € 178 million). However, this

. was due to the negative currency developments in the region.

On a currency-neutral basis, sales actually grew 31% as a
result of higher sales in Argentina, Brazil, Chile and Mexico.
Salomon and TaylorMade-adidas Golf, while only minor
components in overall sales, continued to grow rapidly on a
currency-neutral basis.

FOOTWEAR SALES UP 8% /// Net sales of footwear within the
adidas-Salomon Group grew 8% to reach € 2.9 billion in 2002
{2001: € 2.7 billion). The strongest growth came from the
adidas Sport Performance basketball and football categories
as well as the Sport Heritage division, where sales increased
by 36%, 15% and 22% respectively. Our new footwear tech-
nologies ~ ClimaCoot® and a*® - also helped the running
category grow 7% versus the prior year. Footwear now
generates 44% of total Group sales, reaffirming its position
as adidas-Salomon’s most important product category.
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GROSS MARGIN in %
1998 A £1.9
1999 o £3.9
2000 o 43.3
2001 o £2.6
||||||||||||||||||||||||||||||||||| p--- ol g
2002 o 43.2
| | Target range 41 to 43%

GROSS PROFIT € in millions

GROUP GROSS MARGIN GROWS /// The adidas-Salomon
gross margin grew 0.7 percentage points from 42.6% in 2001
to 43.2% in 2002. This was above the 41 to 43% target range
communicated by Management in early 2002. As a result,
Group gross profit rose 8% from € 2.6 billion in 2001 to

€ 2.8 billion in 2002.

GROSS MARGIN GAINS DRIVEN BY BRAND adidas /// The
improvement in the Group's gross margin was the result of a
1.0 percentage point gain at brand adidas from 38.2% in 2001
to 39.2% in 2002. Drivers of this increase were the expansion
of adidas own-retail activities, a lower level of clearance
sales, higher clearance margins and, most importantly, an
improving product mix. The improving euro/US dollar
exchange rate also impacted these figures. However, of the
totat 1.0 percentage point gain, we estimate the currency
impact to be less than 0.2 percentage points. Offsetting this
improvement were gross margin declines at Salomon and
TaylorMade-adidas Golf. At Salomon, gross margin was down
3.1 percentage points from 43.8% in 2001 to 40.8% in 2002,
highlighting the continued weakness of the winter and inline
skate markets. The TaylorMade-adidas Golf gross margin also
declined as a result of the heavily discounted golf market
offering in North America in the first half, as well as the first-
time inclusion of the lower-margin golf ball business from
Maxfli and Slazenger Golf.
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EUROPE AND ASIA DRIVE GROSS MARGIN GROWTH /// On
a regional basis, gross margin improvement was driven by
Europe and Asia, reflecting strong gains within brand adidas
as described above. In Europe, the gross margin grew 2.0
percentage points from 37.5% in 2001 to 39.5% in 2002. In
Asia, the gross margin increased 0.5 percentage points from
47.5% in 2007 to 48.0% in 2002. In North America, the gross
margin declined 0.6 percentage points from 37.3% to 36.8%.
Strong improvements at brand adidas as a result of lower
clearance sales at better margins and increased own-retail
activities could not fully compensate for declines at Taylor-
Made-adidas Golf and Salomon. In Latin America, the gross
margin declined 0.9 percentage points from 40.8% to 39.9%,
impacted by negative currency developments.

OPERATING EXPENSES AS A PERCENTAGE OF SALES
INCREASE IN LINE WITH MANAGEMENT EXPECTATIONS ///
Operating expenses, including selling, general and adminis-
trative expenses {SG & A) and depreciation and amortization
lexcluding goodwill), grew 10% from € 2.1 billion in 2001 to

€ 2.3 billion in 2002. As a percentage of net sales this equates
to 35.9% which is 1.1 percentage points higher than the 2001
level of 34.8%. The increase was expected and reflects the
incremental expenses related to key strategic initiatives for
brand adidas, including additional marketing expenses for the
2002 FIFA World Cup™, the expansion of own-retail activities
and start-up costs associated with the purchase of the
remaining shares of adidas Italy. Total incremental costs
were lower than the initially projected € 100 mitlion. As a
result, operating expenses for brand adidas increased

11% from € 1.5 billion in 2001 to € 1.7 billion in 2002. At
TaylorMade-adidas Golf, operating expenses grew 24% from
€ 218 million in 2001 to € 271 million in 2002. At Salomon,
operating expenses declined 4% from € 251 million in 2001
to € 240 million in 2002, following major efforts to implement
leaner structures in both marketing and R& D activities.
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OPERATING EXPENSES INCLUDE ONE-TIME GAINS AND
LOSSES /// Operating expenses were impacted by one-time
gains of € 23 million, which include the release of a legal
provision in the amount of € 15 million and income in the
amount of € 8 million related to the sale of land. Offsetting
these gains, however, were one-time expenses for restructur-
ing programs and legal provisions in the Group which were
also reported in 2002.

OPERATING PROFIT IMPROVES DESPITE SPENDING ON KEY
INITIATIVES /// Operating profit for the Group increased from
€ 475 million to € 477 million in 2002. Solid top-line growth
and gross margin improvements more than compensated

for the operating expense increases mentioned above. On a
brand basis, the adidas operating profit decreased by 3% from
€ 352 million in 2001 to € 343 million in 2002. The Salomon
operating profit declined by 38% from € 63 million in 2001

to € 39 million in 2002. The brand suffered from poor winter
sports conditions in several key markets, which were partially
offset by continued strong performance at Mavic and growing
soft goods sales. TaylorMade-adidas Golf had another excel-
lent year with operating profit growing 19% from € 63 million
in 2001 to € 74 million in 2002, driven by healthy revenue
gains in Asia, the success of metalwoods and new product
introductions. The Group’s operating profit comparison was
also slightly impacted by the results of central hedging
activities that improved versus the prior year. Detailed in-
formation on the sales and operational performance of the
individual brands is presented in this report {see note 27).

OPERATING PROFIT GROWS IN ALL REGIONS /// In 2002,
the Group’s positive operating profit development was
underpinned by improvement in all regions (see note 27). In
Europe, operating profit grew 6% from € 444 million in 2001
to € 471 million in 2002. This was generated by operating
profit improvements at all brands. In North America, signifi-
cant operating profit gains at brand adidas more than com-
pensated for declines at Salomon and TaylorMade-adidas
Golf. As a result, the region’s operating profit grew from € 141
million in 2007 to € 162 million in 2002. In Asia, operating
profit grew 11% from € 170 million in 2001 to € 189 million in
2002, reflecting strong improvements at adidas and Taylor-
Made-adidas Golf. In Latin America, operating profit grew
50% from € 16 million in 2001 to € 24 million in 2002 as a
result of strict cast control at adidas in Latin America.

ROYALTY AND COMMISSION INCOME UP 9% /// Royalty and
commission income increased by 9% from € 42 million in
2001 to € 46 million in 2002. This was largely due to a higher
level of sales under licenses for products such as cosmetics
and eyewear, in addition to higher royalty rates for these
products.

adidas /// FINALE 2003,
MATCH BALL OF THE VEFA
CHAMPIONS LEAGUE™
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GROWTH N AMORTIZATION OF GOODWILL DRIVEN BY
ACQUISITIONS /// Goodwill amortization increased by 12%
from € 40 million in 2001 to € 45 mitlion in 2002. The pur-
chase of the remaining shares of adidas Italy and the acquisi-
tion of Arc'Teryx were the main drivers of this increase. The
largest component of the Group's goodwill amortization,
however, continues to be the € 30 million related to the
acquisition of the Salomon group in 1997, which is being
amortized over 20 years.

FINANCIAL RESULT HELPED BY LOWER INTEREST
EXPENSES /// Financial expenses declined 14% from € 102
million in 2001 to € 87 million in 2002. The decline was mainly
attributable to lower interest expenses as a result of lower net
borrowings and average interest rates, which were partially
offset by higher non-cost-of-sales related exchange rate
effects.

NO EXTRAORDINARY INCOME RECORDED IN 2002 /// in 2002,
no extraordinary income was recorded at adidas-Salomon.
This compares with € 2 million in 2001.

INCOME BEFORE TAXES INCREASES BY 4% /// Supported
by the favorable movement in the financial result, income
before taxes increased by 4% from € 376 miltion in 2001 to
€ 390 million in 2002. As a percentage of net sales, income
before taxes declined by 0.2 percentage points from 6.2% in
20017 to 6.0% in 2002, reflecting a healthy profitability level
despite incremental spending for the strategic initiatives
mentioned under operating expenses.
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SALOMON AND TAYLORMADE-adidas GOLF RESEARCH
CLOSE TO MARKET /// For Salomon and TaylorMade-adidas
Golf the research and development of products is located
at each brand’s respective headquarters. Salomon's
research and development as well as its marketing and
design activities are mainly concentrated at the Salomon
Design Center in Annecy, France. To remain close to its
consumers, Salomon has additional product-specific design
centers in Montebelluna, Italy, for ski and snowboard boots,
in Vancouver, Canada, for apparel (Arc'Teryx] and in Perth,
Australia, for new Salomon surfing products. Research

and development activities for TaylorMade-adidas Golf are
centered in Carlsbad/California, USA.

THREE REVOLUTIONARY TECHNOLOGIES DRIVE 2002
RESEARCH AND DEVELOPMENT EXPENSES /// In 2002,
adidas-Salomon launched three ground-breaking technolo-
gies: ClimaCool® footwear, a%® footwear and the R500 Series
golf drivers. ClimaCool®, available in both adidas footwear
and apparel, is a 360° ventilation and moisture management
system which keeps the body measurably cooler and drier.
a%® is an energy management system developed for adidas
footwear. The system cushions, guides and drives the foot
through each stride, providing optimized energy transfer.
The TaylorMade R500 Series drivers utilize an expanded COR
zone for greater ball velocity and accuracy. Each of these
technologies is patented and trademark-protected.

RESEARCH AND DEVELOPMENT EXPENDITURE VIRTUALLY
UNCHANGED tN 2002 /// In 2002, expenditures for research
and development decreased by less than 1% to € 85 million,
compared to € 86 million in 2001. In addition, market
research and analysis was incurred as part of the Group's
operating expenses.

FINANCE AND INVESTMENT

TOTAL ASSETS INCREASE /// In 2002, total assets grew by
2% to € 4.3 billion versus € 4.2 billion in the prior year. This
increase reflects the January acquisition of the remaining
50% stake in adidas Italy, the July purchase of a 10% partici-
pation in the Bayern Munich football club, and the December
purchase of the golf brand Maxfli.

SUCCESSFUL WORKING CAPITAL MANAGEMENT /// As a
result of the focused working capital reduction initiatives
undertaken throughout 2002, inventories at adidas-Salomon
were reduced by 7% from € 1.3 billion in 2001 to € 1.2 billion
in 2002. On a currency-neutral basis, inventories increased

1%, which is significantly lower than year-end backlog growth.

Improvements were recorded at all brands within the Group.
The decrease in inventory levels at brand adidas was achieved
despite the douhle-digit growth in order books for the brand
at year-end. Following successful clearance efforts, particu-
larly in the inline skate and soft goods categories, Salomon
made strong progress in stock reduction, offsetting the
addition of Arc'Teryx inventory. Similarly, inventory reductions
at TaylorMade-adidas Golf were largely able to compensate
for the first-time inclusion of Maxfli stock.

INVENTORY STRUCTURE IMPROVES FURTHER /// At year-
end 2002, adidas current inventories, which represent prod-
ucts from the current season, comprised 76% of the brand’s
overall stock level. This was an improvement of 4 percentage
points versus the prior year and reflects the progress made in
global inventory management, including careful order plan-
ning and focused clearance programs. [n addition, clearance
margins were improved, partly as a result of an increase in
adidas own-retail activiti
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RECEIVABLES GROWTH COMPARES FAVORABLY T0O SALES
DEVELGPMENT /// Receivables at adidas-Salomon increased
by 3% to € 1.3 billion in 2002 versus € 1.3 billion in the prior
year. On a currency-neutral basis, receivables increased by
14%. This rate is below the Group’s fourth quarter currency-
neutral sales growth and reflects strict discipline in the
Group’s trade terms management. The portion of adidas
receivables not-yet-due improved further by 3 percentage
points from 75% to 78%. The year-over-year receivables
comparison for brand adidas was flat, with reductions in
Europe and Asia compensated by increases in the highly
competitive North American region. As a result of lower
winter sports sales, year-end receivable balances at
Salomon were reduced. At TaylorMade-adidas Golf, strong
sales growth in the last few months of 2002 due to the R500
Series introduction resulted in a significant year-over-year
increase in receivables.
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NET BORROWINGS € in miltions

I Weighted average interest rate of gross borrowings

CASH FLOW AND INVESTMENTS /// The Group's cash pro-
vided by operating activities is used for investing activities, for
the reduction of debt and for the payment of dividends. Cash
outflows for investing activities were € 325 million in 2002, an
increase of 84% versus the 2001 level of € 177 million and
included the purchase of tangible, intangible and financial
assets. Spending for property, plant and equipment such as
investments in adidas own-retail activities and in the head-
quarter facilities in North America decreased by 29% from

€ 160 million in 2001 to € 114 million in 2002. Cash outflows
for intangible assets were € 151 million versus € 42 million
in 2001 and included the acquisition of the remaining shares
of adidas Italy and the purchase of the Maxfli golf brand in
December 2002. The net cash used for acquiring subsidiaries
in an amount of € 20 million is related to the acquisition of
the Canadian outdoor specialist Arc'Teryx, and the purchase
of Salomon Danmark ApS, a former distribution partner for
Salomon products in Denmark. These companies have now
been fully integrated into adidas-Salomon. The Group's
financial assets increased with the purchase of a 10% stake in
the Bayern Munich football club for € 77 mitlion in July 2002.

NET BORROWINGS REDUCED BY € 181 MILLION /// Net
borrowings at December 31, 2002 were € 1.5 biltion, down
11% or € 181 million versus € 1.7 billion in the prior year.
This represents the Group’s lowest debt level in five years.
Positive currency effects influenced Group borrowing levels,
contributing roughly half of the improvement. Excluding these
effects, net borrowings were reduced in line with Management
targets despite the Group’s strategic participation in Bayern
Munich as well as the purchase of Arc'Teryx, the buyout of the
remaining shares of adidas ltaly and the acquisition of
Salomon Danmark ApS.
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FINANCING STRATEGY AND NET BORROWINGS /// The
tength and diversification of Group credit lines and instru-
ments were further improved in 2002, despite market trends
towards reduced lending commitments and the avoidance of
maturity extensions for existing commitments. Utilization of
available credit facilities for the Group was 45% at the end of
2002 versus 52% at the end of 2001. This improvement high-
lights the Group’s reduced overall borrowings as well as a
slight increase in outstanding credit lines and instruments.
Other signals of our improved financing structure include
the extension of maturities for the vast majority of adidas-
Salomon medium-term credit lines from 2005 to 2006.
Longer-dated private placements with the Group were also
in high demand amongst both domestic and international
investors. The volume of longer-term private placements
increased strongly, representing € 560 million of funding in
2002. The maturities of outstanding private placements
extend now up to 2012. In addition, the Group’s on-balance-
sheet asset-backed securities [ABS) program proved to be

a consistent source of funding with nearly equal utilization
rates throughout the year, and the Group’s commercial paper
programs continued to deliver a significant amount of attrac-
tively priced funding.

FAVORABLE INTEREST RATE DEVELOPMENT /// In 2002,
adidas-Satomon maintained the existing interest rate options
as protection against rising interest rates. Within this shelter,
we were able to participate in the continuous interest rate
reduction throughout the year by contracting the vast majority
of our financing for very short-term periods. The weighted
average interest rate on the Group’s borrowings fell from
4.5% in 2001 to 3.2% in 2002.
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adidas /// N 2002, adidas BRAND SALES GREW 6% TO
REACH € 5.1 BILLION VERSUS € 4.8 BILLION IN THE

PRIOR YEAR. ON A CURRENCY-NEUTRAL BASIS, THIS
INCREASE WAS 10% - THE BRAND'S STRONGEST GROWTH
IN FOUR YEARS - WITH IMPROVEMENTS COMING FROM ALL
REGIONS. adidas GROSS MARGIN IMPROVED 1.0 PERCENT-
AGE POINTS FROM 38.2% IN 2001 TO 39.2% IN 2002. THIS
POSITIVE DEVELOPMENT REPRESENTS THE EXPANSION OF
HIGH-MARGIN OWN-RETAIL ACTIVITIES, LOWER CLEAR-
ANCE ACTIVITIES AND SELECTIVE PRICING INITIATIVES.
OPERATING EXPENSES INCREASED DURING THE YEAR, TO
SUPPORT THREE KEY STRATEGIC INITIATIVES: THE 2002
FIFA WORLD CUP™, THE EXPANSION OF OWN RETAIL AND
START-UP COSTS ASSOCIATED WITH THE PURCHASE OF
THE REMAINING SHARES OF adidas ITALY. AS A RESULT,
adidas OPERATING PROFIT DECLINED 3% FROM € 352
MILLION IN 2001 TO € 343 MILLION IN 2002. FOR 2003,
MID-SINGLE-DIGIT SALES GROWTH WILL CONTINUE,

WITH IMPROVEMENTS EXPECTED IN ALL REGIONS, LED BY
NORTH AMERICA AND ASIA WHERE DOUBLE-DIGIT GROWTH
ON A CURRENCY-NEUTRAL BASIS IS ANTICIPATED.

adidas /// a3? TWIN STRIKE
RUNNING SHOE
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adidas SALES TOP € 5 BILLION FOR THE FIRST TIME /// In
2002, adidas net sales increased 6% to € 5.1 billion compared
to € 4.8 billion in the prior year. No new companies were
consolidated into brand adidas sales in 2002, so all growth

is organic. On a currency-neutral basis, this increase was
10%. Growth came from all regions, with particular strength
coming from Asia and North America, where sales grew 20%
(+26% currency-neutral) and 4% (+10% currency-neutral)
respectively. From a divisional perspective, sales grew in both
the Sport Performance (+3%) and Sport Heritage (+23%)
divisions. Own-retail activities also contributed meaningfully
to top-line growth.

SPORT PERFORMANCE GROWTH DRIVEN BY BASKETBALL,
FOOTBALL AND RUNNING /// Sales in the Sport Performance
division (previously named the adidas Forever Sport division)
grew 3% in 2002 from € 4.1 billion in 2001 to € 4.2 billion in
2002. This is the largest division within the Group and now
contributes 82% of brand adidas revenues. The strongest
growing product category in the division was basketball,
where sales increased 46% in 2002 as a result of strong
product introductions including the T-MAC, T-MAC 2 and All
Day Al Night. In addition, the Group’s leading market position
in football was further strengthened with excellent products,
which were highlighted at the 2002 FIFA World Cup™.

SPORT HERITAGE SALES GROW 23% /// At € 904 million,
sales from the Sport Heritage division {previously named
adidas Originals] were again the largest component of brand
adidas growth, increasing more than 23% versus € 736 million
in 2001. As a result, Sport Heritage now makes up 18% of
brand adidas sales. Footwear sales in the Sport Heritage
division grew 22% from € 686 mitlion in 2001 to € 837 million
in 2002. Apparel and accessories, which were first introduced
as a full collection in 2002, contributed € 68 million to adidas
sales.

SALES UP IN BOTH FOOTWEAR AND APPAREL /// Loaking
at sales from a product perspective, adidas footwear sales
grew 9% [+14% currency-neutral) from € 2.5 billion in 2001
to € 2.7 billion in 2002. Sales grew 22% in the Sport Heritage
division, which serves as a strong indicator of brand percep-
tion. In addition, both football and basketball grew at strong
double-digit rates, reflecting the acceptance of our marketing
initiatives in these categories. In apparel, sales grew 2% (+5%
currency-neutral) from € 2.1 billion in 2001 to € 2.2 billion in
2002. The Spart Performance categories basketball and
football led this growth with increases of 101% and 35%
respectively. adidas hardware sates — which include batlls,
bags, socks and protective gear - increased 17% from

€ 185 million in 2001 to € 217 million in 2002, as a result

of the strong response to 2002 FIFA World Cup™ product
introductions.

adidas OWN RETAIL AN IMPORTANT DRIVER IN TOP-LINE
GROWTH /// An increasingly important part of brand adidas
revenues is own-retail activities. Own retail within adidas
consists of four major compenents: concept stores, conces-
sion corners in developing markets, factory outlets and
Internet sales. In 2002, adidas operated 162 concept stores
(2001: 120]. These stores market Sport Performance and/or
Sport Heritage products directly to the consumer. adidas
concession corners, which number 269 (2001: 288, provide
sales infrastructure in the developing markets, in particular in
Asia. Factory outlets, which are utilized to optimize clearance
activities for brand adidas, are located in North America and
Europe and currently number 174 (2001: 157). Internet sales
are available at www.adidas.com. adidas own-retail activities
made up 8% of brand sales in 2002, up from 7% in the prior
year. This represents an increase of 16% from € 354 million
in 2001 to € 410 million in 2002. This was driven both by
comparable sales growth and new store openings. These
sales are not intended to exceed 10% of adidas sales in the
medium term.
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adidas DEVELOPMENT IN EUROPE

adidas BRAND SALES GROW 4% IN EUROPE /// Sales for
brand adidas in Europe increased 4% from € 2.6 billion in
2001 to € 2.7 billion in 2002. On a currency-neutral basis,
sales grew 4%. The strongest gains came from ltaly, where
sales grew nearly 20%, on the heels of a new business model,
following the Group’s purchase of the remaining shares of
adidas ltaly. Solid gains were also recorded in the UK, Spain
and France. In Central Europe, in particular Germany, sales
dectined in 2002 although performance improved in the
second half of the year. In the Emerging Markets, which
comprise our activities in Eastern Europe and Africa, rev-
enues continued to grow at double-digit rates, with particu-
larly strong gains in Russia. Increased key account activity
and adidas own-retail activities also drove positive top-line
growth.
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FOOTWEAR SALES IN EUROPE UP 7% /// On a product cate-
gory basis, adidas sales in Europe increased most signifi-
cantly in footwear, up 7% from € 1.2 billion in 2001 to

€ 1.3 billion in 2002. On a currency-neutral basis, this
increase was 8%. Growth drivers were the Sport Heritage
division, where sales rose 17% year-over-year, and the Sport
Performance categories football and running, which grew
22% and 8% respectively. This growth correlates strongly to
the Group's strong marketing activities around the 2002
FIFA World Cup™ and the introduction of the ClimaCool®
and a%® running technologies. Sales of tennis and training
footwear declined as a result of lower tennis participation in
countries such as Germany, Spain and ltaly and due to a
general shift from training to running footwear purchases
among consumers.

adidas COLOURS //
K RTOP

T

adidas APPAREL SALES IN EUROPE NEAR STABLE THANKS
TO STRONG WORLD CUP INITIATIVES /// European apparel
sales were stable at € 1.3 billion in 2002. On a currency-
neutral basis, this was a decrease of 1%. Football apparel
delivered strong growth, with sales increasing 27% year-over-
year reftecting Europe’s World Cup fever. Double-digit sales
gains were also recorded in the basketball category, albeit
from a very small base. Sport Heritage apparel atso got off
to a strong start in Europe, the category’s most important
region. These improvements, however, were offset by a
decline in Sport Performance training apparel, which
although down 7% versus the prior year was significantly
better than the overall market development in the category.

OWN-RETAIL ACTIVITIES AND LOWER CLEARANCE SALES
HELP adidas GROSS MARGIN IN EUROPE /// The adidas
gross margin in Europe was 40.0%, up 2.0 percentage points
versus 2001 when the gross margin was 38.0%. The main
drivers of this improvement are lower clearance sales,
higher price points and increased own-retail activities in
Europe. In addition, the improving product mix also helped
margin development in the region.
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adidas DEVELOPMENT IN NORTH AMERICA

DOUBLE-DIGIT CURRENCY-NEUTRAL SALES GROWTH IN
NORTH AMERICA /// adidas sales in North America grew 4%
from € 1.3 billion in 2001 to € 1.4 billion in 2002. Restated on
a currency-neutral basis, sales increased by 10%. In 2002,
adidas was again confronted with a difficult retail market in
North America. Nevertheless, the basketball category grew
strongly, led by the number one selling T-MAC (February) and
T-MAC 2 (November and December). These were the brand’s
first and second top selling shoes in the USA in over six years
(according to the SportsScan data provider}, highlighting

the growing support for the brand and the category within
North America. Additionally, the brand’s two new footwear
technologies — ClimaCool® and a3® - also drove strong per-
formance in the running categary. Own-retail sales grew
solidly in the region, in particular at concept stores and on
the Internet. Clearance activities were down substantially in
2002, reflecting significantly improved inventory management
in the region.

BASKETBALL FOOTWEAR SALES IN NORTH AMERICA GROW
45% /// By product category, adidas footwear sales increased
8% from € 818 million in 2001 to € 884 million in 2002 [+14%
currency-neutral). Sales grew most strongly in the Sport
Heritage division, where revenues increased 19% year-over-
year. Strong sales were also recorded in the Sport Perfor-
mance basketball and running categories, which grew 45%
(+56% currency-neutral) and 10% [+18% currency-neutral)
respectively. On a currency-neutral basis, only training and
kids sales declined versus the prior year, where the product
offering has yet to prove its competitive positioning in the
broader market.

CURRENCY-NEUTRAL adidas APPAREL SALES IN NORTH
AMERICA GROW FOR THE FIRST TIME SINCE 1998 ///
adidas apparel sales in North America declined 2% from

€ 489 million in 2001 to € 480 million in 2002. Currency-
neutral, apparel sales grew 3%. The Sport Performance
basketball category led sales growth with revenues up 118%
year-over-year (+128% currency-neutrall, reflecting excellent
response to the new apparel line. Tennis also grew strongly,
with apparel sales growing 24% versus the prior year. The
Sport Heritage division also delivered solid double-digit
growth, albeit from a very low base. On a currency-neutrat
basis, only training sales declined versus the prior year. This
reflects the impact of the strong licensed apparel market in
the USA and the extremely promotional environment for kids
products.

IMPROVING PRODUCT MIX AND LOWER CLEARANCE
SALES DRIVE GROSS MARGIN IMPROVEMENTS IN NORTH
AMERICA /// The gross margin in North America improved
1.1 percentage points to 35.9% in 2002 versus 34.8% in 2001.
Lower clearance sales at higher margins, improving margins
at own retail and a better product mix were all important
contributors to this development.
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DOUBLE-DIGIT CURRENCY-NEUTRAL SALES GROWTH
EXPECTED IN NORTH AMERICA IN 2003 /// Sales in 2003 will
again grow at double-digit rates. Footwear will continue to be
the primary growth driver, with particularly strong gains in
the athletic specialty channel. Both basketball and running
will be solid growth categories for adidas in North America.
Year-end backlogs for the region were down 3% in euro
terms, but up 15% on a currency-neutral basis, hightighting
the strong devaluation of the US dollar over the last year. This
represents the fifth consecutive quarter of positive currency-
neutral backlog growth in the region. On a product basis,
footwear orders were down 2% in euro terms {+16% currency-
neutrall. Apparel backlogs were down 6% but actually grew
12% on a currency-neutral basis. As a result of this backlog
development, we are confident that we will continue to grow
at double-digit rates on a currency-neutral basis in North
America.
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adidas DEVELOPMENT IN ASIA

SALES MOMENTUM CONTINUES FOR adidas IN ASIA /// From
a regional perspective, the adidas brand grew most vigorously
in Asia in 2002. Brand sales were up 20% to € 867 million
from € 726 million in 2001. On a currency-neutral basis, this
growth was 26%. Brand sales in the region have tripled in the
last four years. The largest component of this increase was
again sales improvement at adidas Japan which not only
gained substantial momentum from our sponsorship of 2002
FIFA World Cup™ hosts Japan, but also delivered over 20%
organic growth. In addition to these gains, South Korea, Hong
Kong, Taiwan and, in particular, China all delivered sotid
improvements. Smaller markets such as New Zealand, India
and Malaysia also showed impressive growth rates, enabling
adidas to strengthen its leading position in these markets.

adidas SALES IN ASIA GROW IN BOTH FOOTWEAR AND
APPAREL /// The main growth driver of adidas sales in Asia
was footwear, which grew 19% from € 371 million in 2001 to
€ 442 million in 2002. Strongest performance was delivered
by the Sport Heritage division, where sales were up 40% year-
over-year, reflecting the high demand for such products in
Japan and Hong Kong. Solid growth also came in the Sport
Performance football category, where World Cup excitement
helped push footwear sales up 23% versus the prior year.

In apparel, sales grew 20% from € 316 million in 2001 to

€ 380 million in 2002 following the success of our World Cup
products. Sates in the football apparel category grew an
impressive 101% year-over-year. The only decline recorded
in footwear or apparel in the region was in the very small
tennis apparel category, as a result of lower participation
rates in Japan.

GROSS MARGIN FOR adidas IN ASIA GROWS STRONGLY ///
The gross margin for adidas in Asia improved by 1.0 percent-
age points from 44.5% in 2001 to 45.5% in 2002. This is the
highest regional gross margin, with improvements coming
from most major markets.

adidas IN ASIA SET TO DELIVER CURRENCY-NEUTRAL
GROWTH AGAIN IN 2003 /// In 2003, we are expecting contin-
ued strong growth from adidas in Asia. With two major sport-
ing events - the Men’s World Cup in rugby and the Women's
World Cup in football - we expect to generate continued high
visibility for the brand in our major regional markets. This will
allow adidas to strengthen its performance image, following
the solid success of the 2002 FIFA World Cup™. The Sport
Performance running and basketball categories are expected
to generate the most vigorous growth in the region. In addi-
tion, double-digit increases in the Sport Heritage division are
also anticipated in Asia. Order backlog development supports
this viston, with orders up 11% in euro terms or 22% on a
currency-neutral basis. Footwear is again expected to be the
driver of growth for the region, with backlogs up 28% in euros
or 40% on a currency-neutral basis. Apparel backlogs, which
were down 2% in euros, grew at 7% on a currency-neutral
basis.
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adidas ASIA € in millions

2002 2001 Change
Net sales 867 726 - -mmD'\o.
Gross margin 4£5.5% 44.5% 1.0pp
Operating profit 107 93 15%

Y At end of quarter, change year-over-year

- 1 Totalin€

TIri Total currency neutral
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Salomon /// 2002 MARKED AN IMPORTANT YEAR FOR
SALOMON BRAND AWARENESS WITH LLEADING SPONSOR-
SHIP POSITIONS AT BOTH THE WINTER OLYMPICS IN SALT
LAKE CITY AND THE ALPINE SKI WORLD CUP. SALOMON
FIGURES, WHICH ALLSO COMPRISE THE MAVIC, BONFIRE
AND CLICHE BRANDS, INCLUDE ARC'TERYX FOR THE FIRST
TIME IN 2002. DIEFICULT WINTER AND INLINE SKATE
MARKETS GLOBALLY PUSHED 2002 SALES FOR THIS
FAMILY OF BRANDS DOWN 4% TO € 684 MILLION YERSUS
€ 714 MILLION IN THE PRIOR YEAR. ON A CURRENCY-
NEUTRAL BASIS, THIS DECLINE WAS ONLY 1%. SALOMON'S
GROSS MARGIN DECREASED BY 3.1 PERCENTAGE POINTS
AS A RESULT OF A LOWER PERCENTAGE OF TOTAL SALES
BEING GENERATED BY HIGH-MARGIN WINTER PRODUCTS
AND HIGHER CILLEARANCE ACTIVITIES IN BOTH OUTDOOR
FOOTWEAR AND INLINE SKATES. HOWEVER, OPERATING
EXPENSES AS A PERCENTAGE OF SALES COULD BE MAIN-
TAINED AT 35.1% THANKS TO STRONG RATIONALIZATION
EFFORTS AT SAI.OMON. AS A CONSEQUENCE, OPERATING
PROFIT DECLINED 38% FROM € 63 MILLION IN 2001 70

€ 39 MILLION IN 2002. THE CONTINUED DEVELOPMENT OF
FOOTWEAR AND APPAREL ACTIVITIES IS EXPECTED TO
HELP SALOMON GROW SALES AND PROFITS IN 2003
DESPITE UNFAYORABLE CURRENCY EFFECTS AND THE
WEAK GLOBAL WINTER SPORTS MARKET.
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SALOMON AT A GLANCE € in millions

2002 2001 Change
Zmup mm—m.mu o i 604 T4 14%)
Gross margin 40.8% 43.8% {3.1pp]
Operating profit 39 63 (38%)

T Includes skis, boots, bindings and other related products
2 {nctudes inline skates and skateboards

3 Includes boards, boots and bindings

4 Includes wheels, rims and other related cycling products

SALOMON NET SALES BY REGION

North America 29%

ARC’'TERYX CONTRIBUTES TO THE TOP LINE /// Net sales for
the Salomon brands decreased by 4% from € 714 million in
2001 to € 684 million in 2002. On a currency-neutral basis,
this decline was only 1%. Excluding the first-time inclusion

of € 26 million from Arc’Teryx, Salomon sales declined

8% {-5% currency-neutral] from € 714 million in 2001 to

€ 658 million in 2002.

NEGATIVE SALES DEVELOPMENT DRIVEN BY POOR {NLINE
SKATE AND WINTER MARKETS /// Sales of winter products,
which currently make up 69% of Salomon sales [2001: 69%])
declined 5% (-2% currency-neutral] as a result of difficult
market conditions. Excess inventories at retail following a
difficult 2001/2002 winter market, combined with little snow
in Europe at the beginning of the 2002/2003 season, hindered
Salomon winter sales. Summer products, which comprise
31% of Salomon sales (2001: 31%), also declined in 2002 as
anticipated, as a result of the extremely poor global inline
skate market and continued difficulties of the brand in Japan.
At Mavic, bike component sales grew 28%, faster than any
other part of the Salomon business.
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TaylorMade-adidas Golf /// N 2002, TAYLORMADE-
adidas GOLF SALES GREW 30%, WITH DOUBLE-DIGIT
INCREASES IN ALL REGIONS. THIS WAS THE HIGHEST RATE
OF IMPROVEMENT WITHIN THE GROUP AND OCCURRED
DESPITE MACROECONOMIC PRESSURES ON THE INDUSTRY,
WHICH LED YO DECLINES FOR MANY MAJOR COMPETITORS.
THE STRONG ACCEPTANCE OF THE R500 SERIES DRIVERS,
WHICH WERE LAUNCHED MID-YEAR, WAS THE PRIMARY
REASON FOR THIS SALES GROWTH. ADDITIONALLY, FIRST-
TIME INCLUSION OF SALES FROM MAXFLI AND SLAZENGER
GOLF CONTRIBUTED € 97 MILLION TO TOP-LINE REVENUES.
GROSS PROFIT AT TAYLORMADE-adides GOLF INCREASED
23% FROM € 281 MILLION IN 2001 TO € 345 MILLION IN
2002. OPERATING PROFIT GREW 19% FROM € 63 MILLION [N
2001 T0 € 74 MILLION. IN 2003, SALES AND OPERATING
PROFIT IMPROVEMENTS ARE EXPECTED TO CONTINUE.

TAYLORMADE-adidas GOLF AT A GLANCE € in millions

2002 2001 Change
Net sales -ww”\ ..... wum .---w‘o.c\w-
Gross margin £8.8% 51.5% (2.7pp)
Operating profit 74 63 19%

Other Hardware™ 6%
Putters 3%

Golf Balls 10%

Apparel 8%

Footwear 6%

" Includes golf bags, gloves and other accessories

TAYLORMADE-adidas GOLF NET SALES BY REGION

Asia 30% 6% Europe
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STRONG ORGANIC GROWTH AT TAYLORMADE-adidas GOLF
AS WELL AS EXCELLENT MAXFL! AND SLAZENGER GOLF
SALES /// Net sales at TaylorMade-adidas Golf grew

30% from € 545 million in 2001 to € 707 million in 2002. On
a currency-neutral basis, sales grew 37%. The first-time
inclusion of Maxfli and Slazenger Golf sales impacted sales
figures, particularly in North America where the brands
are primarily marketed. Excluding Maxfli and Slazenger
Golf sales, TaylorMade-adidas Golf sales grew 12% from
€ 545 million in 2001 to € 610 million in 2002. On a currency-
neutral basis, this increase was 18% and is the highest sales
growth among Group brands.

METALWOODS SALES GROW 24% /// In particular, Taylor-
Made metalwoods sales were up 24% from € 280 mitlion in
2001 to € 348 million in 2002. This is the industry’s largest
and most important category. As a result of this growth,
TaylorMade-adidas Golf is now the world leader in annual
metalwoods sales. The R500 Series, a new line of metalwoods
which help to optimize the swing characteristics of individual
golfers, was the primary contributor of growth in the category.
In 2002, the TaylorMade R500 Series drivers were the leading
drivers on the US, European and Japanese professionat golf
tours. Sales in the category were also helped by continued
strong sales of the 300 Series metalwoods. Metalwoods
comprise nearly 50% of TaylorMade-adidas Golf sales.
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Risk Management /// AS A RESULT OF OUR INTER-
NATIONAL GROWTH AND PROFIT TARGETS, adidas-Salomon
IS CONTINUOUSLY CONFRONTED WITH A VARIETY OF
GLOBAL AND LOCAL BUSINESS RISK FACTORS. THESE
RISKS CAN BE INTERNAL OR EXTERNAL, AND IF NOT
APPROPRIATELY MANAGED MAY AT TIMES NEGATIVELY
INFLUENCE THE GROUP’S GOALS, STRATEGIES, BRAND
IMAGE, OR FINANCIAL PERFORMANCE AND HEALTH. 70
ADDRESS THESE RISKS, adidas-Salomon HAS CREATED
AND UTILIZES A COMPREHENSIVE RISK MANAGEMENT
SYSTEM. THE MAJOR ELEMENTS OF OUR RISK MANAGE-
MENT INCLUDE THE IDENTIFICATION, ANALYSIS, REPORT-
ING AND COMMUNICATION OF RISKS.

86 REPORTING MANAGEMENT DISCUSSION & ANALYSIS /// RISK MANAGEMENT

RISK MANAGEMENT PHILOSOPHY /// Risks are a part of

business, and our focus is to balance risk awareness with

the need to identify, create and fully exploit opportunities.

adidas-Salomon approaches risk management by:

— Fully integrating it into day-to-day business functions at
all organizational levels.

-» Configuring our organization to allow for early identification,
evaluation, effective communication and management
of risk. This requires suitable action for risk avoidance,
reduction, transfer or acceptance, and continucus
monitoring.

-> Preparing and implementing an appropriate reporting
structure and contingency ptans to reduce the potential
risk impact to an acceptable level.

— Requiring participation in risk management from managers
and employees at all tevels of the Group. In particular, the
Executive and Supervisory Boards support the develop-
ment of a pro-active, forward-looking risk management
culture within all brands and regions of the Group.

adidas COLOURS /// PARKA

RISK IDENTIFICATION AND ANALYSIS /// The international
sporting goods industry is highly competitive and success
depends on the correct assessment of future trends and
challenges. Management continuously gathers and analyzes
business intelligence, inctuding a qualitative assessment of
the future business environment, in order to best identify
strategies to avoid or lower risk. The major risks inherent
either to the Group specifically or to the sector in which we
operate are as follows:

CONSUMER SPENDING /// The sporting goods industry is
sensitive to changes in the economic environment. Recession,
inflation and political instability often result in considerable
changes in consumer sentiment and buying behavior. This can
result in lower sales and/or profits, however we believe that
the sporting goods industry tends to be less subject to these
influences than other consumer goods sectors. In addition, we
believe that our geographical sales are balanced in such a
way as to compensate for consumer spending shortfalls in
individual countries from having a critical impact on the
stability of our Group’s business.

CONSUMER PREFERENCES AND BRAND IMAGE /// The
image of our brands and overall consumer preferences can
affect how well our products are accepted. Changes in con-
sumer sentiment with respect to brand identity, competitors’
products and market trends have a potential impact on sales
and margins. To manage this risk, we conduct market and
trend research regarding design, quality, image and price
point issues. We continuously work on the development of
technology and design innovations to ensure that our products
are up-to-date and that they meet consumer needs and
expectations.
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FINANCING NEEDS /// Due to high debt levels that are largely
related to the acquisition of the Salomon group in 1997,
interest rate changes can have a significant impact on adidas-
Salomon’s financial position and earnings. For example, we
estimate that a 1% increase or decrease in average interest
rates could affect after-tax earnings by € 11 million over a
12-month period. To minimize this risk, the vast majority of
our borrowings are protected with interest caps against a
major rise in interest rates. Under this protection, the risk is
closely monitored and managed with appropriately structured
financing, further interest rate hedging or other derivative
products [see note 21). Financing and currency risk are largely
managed centrally at Group (evel.

SOCIAL AND ENVIRONMENTAL FACTORS /// We have
continuing responsibitities to our workers and the physical
environment. Malpractice in these areas can have a signifi-
cant impact on the reputation and operational efficiency of
our Group and its suppliers. Our Social and Environmental
Affairs [SEA) team monitors the factories of adidas-Salomon
suppliers to ensure compliance with social, environmental,
health and safety standards, creating and implementing
action plans to ensure improvements where necessary.

The most sustainable way to enforce compliance with our
Standards of Engagement is by providing constant training,
communication and consultation for our suppliers’ manage-
ment and their workers. For this reason, the SEA team has
increased its focus on training our business partners in
developing systems for self-governance, in addition to moni-
toring them.

adidas /// CALIBRATE RUNNING SHOE
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LEGAL MATTERS /// As a global corporation, adidas-Salomon
operates under a wide variety of legal and regulatory frame-
works. Finding solutions for various legal matters in numer-
ous countries entails risk for the Group, especially in the
formulation of contracts, the resolution of corporate legal
issues and the taking of legal action. To manage these tasks,
internal and external specialists are assigned to these
matters. Based on all outstanding litigation, we believe that
the ultimate liabilities resulting from any claims will not
materially affect the consolidated financial position of the
Group.

INTELLECTUAL PROPERTY PROTECTION AND PIRACY ///
For adidas-Salomon, the protection of product innovations,
patents, technologies and designs is crucial. Products such
as footwear and apparel are frequently manufactured and
distributed by third parties in violation of adidas-Salomon
trademark rights. To reduce the risks inherent in violation of
industrial property rights, which may (ead to lost sales and
brand image impairment, we have created significant internal
resources to battle brand infringement. These teams work
closely with international institutions {such as customs
authorities) in countries where these violations occur.

PRODUCT LIABILITY /// As a supplier of consumer products,
adidas-Salomon can face legal action if and when defective
products are sold. Apart from the financial consequences of
product liability cases, for which we have adequate insurance
cover, these cases may damage market perception of our
products, resulting in image impairment. Through intensive
quality control we seek to minimize these risks.

INFORMATION TECHNOLOGY /// adidas-Salomon utilizes a
complex network of communications and applications in its
business activities. Therefare natural disaster, criminal
mischief or IT mismanagement could result in a severe
disruption of our business. We have employed various
methods to mitigate these risks and prevent or minimize
such disruptions. These actions include but are not limited
to hardware and software experts, firewall and encryption
technologies, and contingency business continuity planning.

PROPERTY /// adidas-Salemon products are manufactured,
shipped and stored all over the world. Physical damage to
premises, production units and warehouses can lead to
business interruption. These risks are mitigated by a variety
of loss prevention measures which include working with
reliable suppliers and logistics providers who guarantee high
safety standards. adidas-Salomon also maintains sufficient
insurance cover to prevent financial loss in the event of such
damage.
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Outlook /// 2003 IS GOING TO BE ANOTHER IMPORTANT
YEAR FOR adidas-Salomon. DESPITE TOUGH MARKET
CONDITIONS GLOBALLY, WE ARE CONFIDENT THAT
CONCENTRATION ON THE GROUP'S STRATEGIC PRIORITIES
WILL HELP US DELIVER STRONG TOP- AND BOTTOM-LINE
PERFORMAMCE IN 2003. THIS INCLUDES INCREASING OUR
FOCUS ON THE CONSUMER, LEADING IN DESIGN AND
PRODUCT INNOVATION, GROWING LEADING POSITIONS IN
ALL MAJOR MARKETS AND CATEGORIES AS WELL AS
INCREASING FOCUS ON THE EXECUTIONAL EXCELLENCE
AND FINANCIAL HEALTH OF THE GROUP. WITH STRONG
BRAND MOMENTUM, NEW TECHNOLOGIES AND MARKETING
INITIATIVES, WE EXPECT TO GROW zdidas-Salomon
REVENUES BY AROUND 5% AND DELIVER EARNINGS
GROWTH OF BETWEEN 10 AND 15%.
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INTERNATIONAL MARKETS REMAIN UNDER PRESSURE ///
Given the difficult environment at the beginning of the year,
major improvements in the overall global economic perfor-
mance are unlikely for 2003. The ongoing tension in the Middle
East and its uncertain outcome puts the recovery of global
markets at risk. As a result, the current consensus among
leading economists is that economic growth will proceed at a
tow level in 2003. For the USA, a slight improvement seems to
be possible from the second half going forward, driven by
further tax reductions and continued low interest rates.
Nevertheless, GDP is expected to grow at a level lower than in
2002. In Europe, with GDP growth of around 1.5% in 2003
most economists project a small improvement compared to
the prior year. At the same time, the prospects for Germany
are not as promising, partly due to its high dependence on
world trade and the exchange rate. The growth prospects for
Asia and in particular for South East Asia and India will be
tightly linked to global security issues and the possible war

in Iraq. However, GDP growth in Japan continues to be uncer-
tain. In Latin America, the macroeconomic instability is
expected to continue throughout 2003.

SPORTING GOODS SECTOR OUTLOOK MIXED /// The outlook
for the sporting goods sector in 2003 remains mixed. Despite
the negative macroeconomic developments in the USA, it is
anticipated that low interest rates and low unemployment will
act as anti-cyclical cushions for consumer spending. As a
result, the general retail environment is expected to improve
in the second half of the year. However, uncertainty remains
because of the ongoing situation in the Middle East. The
market for winter products witl be as difficult as it was in

the prior year due to the persistent poor snow conditions in
Europe and Asia early in the season. While the golf market
should offer sustainable growth opportunities in Asia and
Europe, the US golf business will be challenging going for-
ward given the recent declines in the number of golf rounds
played and the extremely promotional environment at retail.

DOUBLE-DIGIT INCREASES {N THE USA AND ASIA DRIVE
adidas-Salomon SALES GROWTH /// In 2003, we strive to
sustain healthy top-line expansion. This means that Group
sales are projected to grow around 5% in 2003 with currency-
neutral growth coming from all regions. In particular, double-
digit sales increases in North America and Asia witl be major
contributors. The strong momenturn of our brands in America
will continue and we expect to again deliver double-digit
growth in footwear and to significantly accelerate growth in
apparel as well. In Asia, growth is likely to be characterized
by continued strong adidas brand momentum in Japan,
following the very successful 2002 FIFA World Cup™ activities.
Greater China will be another important source of growth in
the region. In Europe, adidas-Salomon is targeting moderate
overall gains, supported by substantial improvements in key
markets such as Italy and the UK as well as further growth
with key accounts. In Latin America, moderate sales
increases are expected, although growth in the region is
uncertain because of regional effects tied to financial crises
in several key markets.
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SALOMON GROWTH TO RETURN {N 2003 /// 2003 will be
another important year for the repositioning of Salomon
towards a more seasonally-balanced group of brands. In
particular, we will put much stronger emphasis on footwear
and apparel products, which we believe should play an impor-
tant role in Salomon’s future profitability. On a regional level,
the strongest growth will come from North America as a
result of the improving outdoor footwear sates and the contin-
ued strength of Arc'Teryx. Product category increases are
again likely to be highest for apparel, where Salomon’s multi-
brand strategy and in particular Arc'Teryx will allow Satomon
to expand its outdoor technical apparel at double-digit rates.
Inline skate sales are expected to decline in light of the global
softening of this market.

OPERATING PROFIT GROWTH TO CONTINUE AT TAYLOR-
MADE-adidas GOLF DUE TO STABLE SALES DEVELOPMENT
/1] At TaylorMade-adidas Golf, 2003 is expected to be a year of
business stabilization following the rapid growth of the last
three years. Successful integration of the Maxfti brand is criti-
cal to this effort. adidas Golf footwear and apparel categories
are likely to generate the highest growth rates, capitalizing on
the strength of the adidas brand in our golf business. Other
products to watch include the R500 Series and TaylorMade’s
new line of RAC irons.

92 REPORTING MANAGEMENT DISCUSSION & ANALYSIS /// OUTLOOK

GROSS MARGIN TARGET NARROWED TO BETWEEN 42 AND
43% /1] The adidas-Salomon Group plans to deliver gross
margins in a range of 42 to 43% during 2003. This represents
a tighter range than we have given for the last two years and
reflects our confidence in the Group’s ability to continue to
improve its product mix and increase its proportion of adidas
own-retail sales. Gross margin in Europe will also be helped
by the improving euro/US dollar exchange rate, although it is
likely that a portion of this improvement will be compensated
for by gross margin declines associated with lower Japanese
yen/US dollar and pound sterling/US dollar exchange rates
and concessions that may need to be given to European
retailers as sourcing prices decline. As a result of these
developments, adidas-Salomon is now targeting near stable
gross margins in 2003.

OPERATING MARGIN IMPROVEMENT EXPECTED /// Operating
expenses as a percentage of net sales are expected to decline
in 2003. In 2003 and beyond, strict cost control will continue to
be a top priority throughout all divisions of the Group as part
of our ongoing efforts to achieve further efficiency improve-
ments. Cost-saving initiatives will gradually reflect selective
structural organization changes. One example of this is the
“Winning in Europe” project that is expected to significantly
streamline the adidas Europe organization over the next three
years. As a result, operating margin is expected to improve in
2003.

NET INCOME TO INCREASE 10 TO 15% /// As a result of all
the positive developments mentioned above, we expect an
acceleration of the Group’s earnings growth in 2003. We are
targeting 10 to 15% net income growth. The primary drivers of
this increase will be top-line improvements, a constant gross
margin and an improving operating margin.

CAPITAL EXPENDITURE WILL BE STABLE /// In 2003,

capital expenditure for the Group is expected to be between
€ 150 mitlion and € 200 million and should remain relatively
constant for the next few years. Major projects for the year
include the expanded adidas own-retail activities and global
supply chain improvements, in particular IT hardware and
software.

EFFECTIVE CASH FLOW MANAGEMENT REMAINS A MAN-
AGEMENT PRIORITY /// The further optimization of working
capital levels and continued careful scrutiny of capital invest-
ments will remain a top Management priority in 2003. We are
committed to reducing working capital as a percentage of
net sales in 2003 and beyond. It is adidas-5alomon’s goal to
further decrease net borrowings by at least € 100 million per
year for the Group going forward.
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Corporate Governance Overview /// THE LAST
YEAR REPRESENTED A MAJOR MILESTONE FOR adidas-
Salomon [N OUR EFFORTS TO ENSURE RESPONSIBLE AND
VALUE-ORIENTED CORPORATE MANAGEMENT. CONTINUING
OUR ENDEAVORS TO GUARANTEE A HIGH STANDARD OF
TRANSPARENCY WITH REGARD TO THE GOVERNANCE OF
adidas-Salomon, WE DEVELOPED THE adidas-Salomon
CORPORATE GOVERNANCE PRINCIPLES. THESE PRINCIPLES
DOCUMENT OUR COMMITMENT TO STRENGTHENING THE
RIGHTS OF SHAREHOLDERS, 70 UPHOLDING TRUE AND
FAIR TRANSPARENCY AND REPORTING STANDARDS AS
WELL AS MAKING TiHE COMPOSITION, RESPONSIBILITIES
AND FUNCTIONING OF THE EXECUTIVE AND SUPERVISORY
BOARDS CLEAR EXTERNALLY.

94 REPORTING

A TRADITION OF STRONG CORPORATE GOVERNANCE
PHILOSOPHY /// Good corporate governance has always been
an integral part of the adidas-Salomon business philosophy.
Over the years, we have consistently made major efforts in
communicating and increasing transparency about our Group.
For example, the Social and Environmental Report, that we
have regularly published since 2000, reflects our commitment
not only to improve issues related to the environment and
working conditions but also to ensure transparency in these
areas. In 2002, we further increased our focus on responsible
and value-oriented corporate management. We established a
Corporate Governance working group, comprised of members
of the Executive and Supervisory Boards. This working group
developed adidas-Satomon’s Corporate Governance Princi-
ples, based on the German Corporate Governance Code as
well as on the recommendations of other internationally
recognized codes of best practice. In December 2002, the
Executive and Supervisory Boards issued the adidas-Salomon
Declaration of Compliance with the German Corporate
Governance Code. The adidas-Salomon Corporate Governance
Principles were approved by the Executive and Supervisory
Boards in January 2003. A full text version of these docu-
ments is available on our corporate website at www.adidas-
Salomon.com.

SHAREHOLDERS' RIGHTS /// Our shareholders exercise their
rights at the Annual General Meeting according to the “one
share - one vote - one dividend” principle. They ratify the
actions of the Executive and Supervisory Boards as well as the
appropriation of retained earnings. in addition, the Annual
General Meeting approves changes in the adidas-Salomon
Articles of Association.

To encourage maximal Annual General Meeting interest,
we webcast our Annual General Meetings via the Internet. In
2002, we were also among the few German companies to offer
a video transmission in German and English of the Annual
General Meeting in its entirety, including the discussion
between our shareholders and Management. Moreover, a
representative can be reached during the Annual General
Meeting to exercise shareholders’ voting rights in accordance
with their instructions.

SUPERVISORY BOARD /// The adidas-Salomon Supervisory
Board is composed of 12 members who are diverse in their
professional background and nationalities. Six members are
elected by the shareholders at the Annual General Meeting
and six members are elected by the employees pursuant to
the German Co-Determination Act {MitBestG}. The term of
office of the current Supervisory Board members will expire
at the end of the Annual General Meeting in May 2004.

The role of the Supervisory Board is to advise and super-
vise the Executive Board in the management of the Group.
The Supervisory Board is involved in all decisions of funda-
mental importance to the Group. It appoints and dismisses
the members of the Executive Board. The members of the
Supervisory Board receive a fixed remuneration that is
approved by the Annual General Meeting and incorporated
into the Articles of Association. We report the cumulative
remuneration of the Supervisory Board in the notes to the
consolidated financial statements {see note 31} and on our
corporate website.



"pleog Aiosiniadng syy jo jeaocadde ayy adinbas pue

ao1p2ead ssauisng yibua) s ulle Jof spiepuels AIBWOISND YHm
Adwod 1snw uo1eID0SSe 350)2 B aaey Aay) wWoym ym saltued
-W0d 10 SU0SI3d PUB SI9QUWIAW pJeog aAMINJax] usamiaq se
119M Se suaguiaw pieog aAlNdex3 pue saluedwod dnodg ay)
usam)aq suoldesued) 1)y ‘1odad 1enuue ayy ur jsanenwnd
Pas0)3sip 89 1)im syuswaaube yons sepun pied syunowe ay)
‘pieog Auosiatadng sy jo jeacddde ayy sauinbas gy uowoleg
-sepipe pue pieog AJosiauadng ayj Jo JaquIaw B usamiaq
papnjouod syuawsalbe 3d1aLas 1o Asueynsuod Auy “Bunaap
1B48U39 BNUUY By} 0} Y)IM }1eap usaq aaey Aay) moy pue 53014
-uod asayj 1Jodau 1)im paeog Alosiaiadng ay) ‘aSIie UDISEIDO
ay) pinoys ‘Ajbuipiodoe pieog aAizN2axg ay} Jo siaquiawl
18430 ay) wiloju) 0} pue Aejap Jnoyim pieog Alosialadng

3y} 0} 15243)UI JO 5121jU0d erjuajod Aue aso)asIp 0} padinbau

S pJ80g 9AIIND3XJ 3Y) JO 18qUUBLL DB "SUO0ISIIaP 413y} Ul
s)saJajul jeuosdad ansand jou 11eys pue dnoug ay) Jo Ss1salsiul
3594 3y) ut 12e 0} paJinbau aie suaquaw pireog Alosiazadng
pue aAnnoaxyg 8yl /// 1S3YILNI 40 LIININOI INITIOAY

‘uonesoqe)od sy} 'sbuiyy Jayjo buowe ‘uidiapun spieog
430q 10} 3UNpad0dd Jo sajny ‘dnotg ay) Jo SIS8J4UI 1SA] Y)
ut diysuolnyejas Buijaom Juaidiys pue aAIIDNIISUOD B PEY 3Ry
spieog A10sia13dng pue aANdaxy JNo ‘uoliipes Ag spieog
AJ0sI1A18dNG puUB BAIINDAXT 3y} usamiaq UOIL1ado0od JUBISUOD
pue bojetp uado s| soueusanob ajesodiod poob jo Juauodwod

wepodwi uy /// SQUV0E KL NIIMIIE NOILYHI00D

‘(LE 910U 935) sjusuodwod aanuadul wua)-buoy pue
pajejas-aduewdojdad ‘paxyy 0} buipiodde papiAIpgns ‘alsqam
3je10d102 3Y) UO pUR SJUBLUAIE)S |BIDUBUIY PS}RPHOSU0D 3y} 0}
$3]0U 3y} Ul pJeog JAIINDBXT 8y} JO UOIIBISUNWISI 3AIJRINWND
ay) yodad apy Un220 9d1ud dueys uowo)eg-SepIpe ay} o jusw
-dojanap ay) Joj s1obae) souewloyiad sAne)ad J0/pue Binjosqe
usym uonesuadwod jeuoiippe sapirosd ueyd siyy “(gg

310U 335) (OS] UBId uondQ ¥o015 Juswabeuep s dnoig ayy
13pun panssi 1ejo} 8y jo Jayiabolre 9,0 pasdsxa 01 jou suondo
%20]S BAI3031 P1eOY BAIINDSXT 8Y) JO SUSGWIBW ‘uohIppe u|
"aouewsoylad dnoag pue jenpiaipul 03 payul st juauodwod
s)genea ayj yusuodwod sjqelieAa e pue Aiejes paxiy e jo dn
apew S| pJeog aA1INIaX] ay) O SI9gUIaW By} JO UOHEIBUNWSY
ay] -siabuey pue sueld jeutbio snsaaa yuswdojasap ssau
-1SNQ 1eN3oE 8y} Ul SUONRIAIP Sule)dxa 0S|e pieog IANIaxg
3y (luswabeuep ¥s1y 835) dnolg Sy} UIYIM JOIJUOD HSL
pue juawabeuew ysu ayedoidde saajuesend ) "uoieyuaWw
-9ydwi s3I sainsua pue ABajel}s uowoeg-sepipe ay) sdojanap
paeog aA13n3x3 8y "dnoug a3y} JO SiNJEU JRUCHEUISIUI 3Y)
pue AJISIBAIP 8y} 129)434 OYM SIBQLUBLL UIAIS JO pasiidwod s
pieog aanndax3y Uowojes-sepipe ayl /// auvoa JAILNIIXT

13xnavr
HIVOD SINNTL /// .NOILIZTT0D
SINNIL, $TYNIOIYO sepipe

eere————T e a2
e ———— o are )

)

R,

/A

‘1a0dau pieog Atosiatadng ay) ses aseasd ‘zggz Ul

S391WWI0D 2SaY) JO SAHAIIIE 3Y} U0 UCHRWIoUl 2j123ds 404
‘uonesynenbsip jenjuaas aiay) asinbal so Anen
-aedwt diay) 103k Ajjenualod pinod jeyy sansst Aue Aejsp
1NOYNM 93)11WIWIOY) SJUNOIDY PUB JipNy 3y} 0} 350]ISIP
neys s1oyipne ay] ‘Juswsalbe 8a) auyy pue sjuiod 1ed0) bul
-}IpPNe JO uoljeulWIa}ap ay) 'sJojIpne 3} 0) ajepuewl jipne
ay1 jo Buinss) ay) ‘suoypne syj Jo pasinbal asuapuadspul
Aiessadau sy ‘Juswasbeuew ysii pue bununolde Jo sanssi

sa|puey ‘goQg Ui dn 19s '2a)}WWO0]) SJUN0dIY pue JIpNy ay] &
‘POA3IYDE JOU SI |BSSIWSIP B 10 Juawjulodde
ue ioj Aiessadau paeog AJosIAI3ANG 8Y) JO SPJIY)-0Mm] JO
Ajsolews ay) a1aym s8sED Ul SIBQUIBW PIRog 3AlNDSXT JO
1essiwsip ay} pue yuawnulodde ayy buipsebau pieog Asosia

-1adng ayy o) sjesodosd SHWGNS 831IIWILI0Y UONEIPBY 8y &
'S19)3BW JBUU0S

-1ad pJeog SAIINI3XT YUM S|EAP 93)}IUILIOY) |BIBUSG Ay | &

1S33WWOD 3B1Y)

paysiqeisa sey gy uowoleg-sepipe jo pieog Alosialzadng ay)

‘sanss| xa1dWwod a)puey 12)399 pue yJom sy jo Aoualdiye ay)

8SE8IOUL 0} J3pJo U] /// STTLLININOD GYVOE AMOSIAYILNS



CONFIDENTIALITY AND INSIDER TRADING RULES ///
Members of the adidas-Salomon Boards are bound to observe
secrecy on confidential data of the Group. Executive and
Supervisory Board members are required to observe German
law on securtties trading. This means that they are not
allowed to disclose insider information or utitize it to acquire
or dispose of adidas-Salomon shares for their own account or
for any other person. Furthermore, they shall not use such
information to recommend the acquisition or disposal of
shares to other parties.

D&O0 PGLICY IN PLACE FOR adidas-Salomon BOARD
MEMBERS /// Members of the Executive and Supervisory
Boards are required to comply with principles of proper cor-
porate management. If they culpably violate the due care and
diligence of prudent and conscientious Executive or Super-
visory Board members, they may be liable to adidas-Salomon
for damages. However, to cover risks to the Group that

could arise as a result of such violations, adidas-Salomon
has contracted a Directors’ and Officers’ Liability Policy
(D&O Policy).

IMPROVING TRANSPARENCY /// At adidas-Salomon, we are
committed to fostering an open dialog with the financial
community and ensuring fair and equal treatment of our
shareholders. To offer more uniformity and hence more
transparency and comparability with our major competitors,
we prepare our consolidated financial statements in accor-
dance with the International Financial Reporting Standards
(IFRS). We also attach great importance to making all mate-
rial information available to all interested parties at the same
time. We keep the financial community informed about major
adidas-Salomon events through a financial calendar in the
annual report and on our corporate website. An event
reminder service is also available on the Internet, which
alerts Internet users automatically regarding major adidas-
Salomon upcoming events. We publish all key financial
information in English and German and make it accessible on
the Group’s website. In addition to detailed information about
the Group and our corporate governance, such as the adidas-
Salomon Corporate Governance Principles and the Articles of
Association, the website also offers reports, press reteases,
webcasts, presentations and transcripts of Annual Generat
Meetings, analyst conferences and Investor Day events.

SALOMOWN /// XA-SERIES
QUTDOOR FOOTWEAR

96 REPORTING CORPORATE GOVERNANCE /// CORPORATE GOVERNANCE OVERVIEW

DISCLOSURE OF DIRECTORS’ DEALINGS AND CHANGES

T0 SHAREHOLDER STRUCTURE /// Pursuant to §15 a of the
German Securities Trading Act (WpHG), our Executive and
Supervisory Boards are bound to disclose without delay the
purchase and sale of adidas-Salomon shares should this
surpass € 25,000 in 30 trading days. This information is
made available in the corporate governance section of our
corporate website. adidas-Salomon has not received any
notification of such transactions to date. Pursuant to § 21
section 1 WpHG, adidas-Salomon has to inform the financial
community regarding major changes in the shareholder
structure, as soon as an investor acquires, exceeds or falls
betow 5%, 10%, 25%, 50% or 75% of the voting rights in the
Group. This occurs on the corporate website and in a national
journal for statutory stock market notices in Germany upon
notification from the respective shareholder.

COMPLIANCE WITH THE GERMAN CORPORATE GOVERNANCE
CODE /// adidas-Salomon welcomes the German Corporate
Governance Code that was implemented in February 2002,
with the aim to make Germany’s corporate governance rules
transparent for both domestic and international investors and
thus strengthen confidence in the management of German
corporations. Our Group complies with the German Corporate
Governance Code recommendations and suggestions with the
following exceptions:

- adidas-Salomon’s D&O0 liability insurance does not include
a deductible for Executive and Supervisory Board members
(Corporate Governance Code, § 3.3.8).

-> Our Articles of Association do not specify an age limit for
the members of the Executive and Supervisory Boards
(§ 5.1.2/5.4.1).
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Supervisory Board Report ///

98 REPORTING CORPORATE GOVERNANCE /// SUPERVISORY BOARD REPORT

DEAR SHAREHOLDERS /// In the year under review, the
Supervisory Board dealt in detail with the business, financial
position and strategic orientation of the adidas-Salomon
Group. It regularly advised the Executive Board in matters
concerning the running of the business and oversaw the
management of adidas-Salomon AG. The Executive Board
kept the Supervisory Board regularly informed about the
position of the Group, corporate policy and matters relating
to major business transactions. The Supervisory Board
performed its tasks laid down by law and the Articles of
Association and was directly involved in all decisions of funda-
mental importance. The Chairman of the Supervisory Board
also maintained regular contact with the Executive Board
between the Supervisory Board meetings and was kept
informed about the current business situation.

In five joint meetings with the Executive Board, the Super-
visory Board reviewed in detail the business and financial
development of the adidas-Salomon Group as well as the
individual operational units and the major Group companies.
The external auditor attended the annual financial statements
meeting of the Supervisory Board and the meetings where
the guarterly financial statements were presented. The
meeting attendance rate of the Supervisory Board members
in the year under review was 98%. No Supervisory Board
member participated in less than half of the meetings. The
Supervisory Board approved urgent transactions by way of
two resolutions by circular vote.

MAIN TOPICS COVERED BY THE SUPERVISORY BOARD ///
At the beginning of the year, the Supervisory Board approved
the budget and investment plan for the adidas-Salomon
Group. In March, the Executive Board presented to the
Supervisory Board the main focus of the future marketing
strategy and the strategic orientation of the Group. In May,
the Supervisory Board gave its approval to issuance of the
fourth tranche of the stock option plan [MSOP] for manage-
ment executives of adidas-Salomon AG and its affiliated
companies. The development of sales and earnings for the
Group and the individual operational units was the subject
of regular consultations. In August, the Executive Board
informed the Supervisory Board in detail about business
development and the future business strategy in the USA. The
new Sport Style division developed with Yohji Yamamoto was
the subject of review by the Supervisory Board in November.
Furthermore, the Supervisory Board approved the planned
acquisition of the Maxfli brand (golf balls and golf accessories)
from Dunlop Slazenger Group Ltd.

The Executive Board and the Supervisory Board welcome
the German Corporate Governance Code. They have discussed
the Code in depth. in the year under review, the Executive
Board and the Supervisory Board established a working
group to develop Corporate Governance Principles for adidas-
Salomon AG. In December, the Executive Board and Super-
visory Board issued a joint Declaration of Compliance on the
German Corporate Governance Code.
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Supervisory Board /// 0UR SUPERVISORY BOARD

IS COMPRISED OF TWELVE MEMBERS. SIX OF THEM ARE
ELECTED BY THE SHAREMOLDERS' MEETING AND SIX
REPRESENT adidas-Salomon EMPLOYEES. THROUGH THEIR
DIVERSE PROFESSIONAL BACKGROUNDS AND NATIONA-
LITIES, THEY MIRROR THE INTERNATIONAL NATURE AND
THE BROAD SCOPE OF OUR GROUP'S ACTIVITIES.

adidas SPORT STYLE ///
Y-3 WHITE BOSTON BAG

100 REPORTING CORPORATE GOVERNANCE /// SUPERVISORY BOARD

HENRI FILHO ///

CHAIRMAN

Member of the General Committee
and the Mediation Committee

71, French

Management Consultant

Member of the Administrative Board, Salomon S.A., Metz-Tessy, France"
Vice-Chairman of the Supervisory Board, Vendome-Rome-Management
S.A., Levallois-Perret, France

Chairman of the Supervisory Board, Auguste Thouard et Associés S.A,,
Levallois-Perret, France

DR. HANS FRIDERICHS ///
DEPUTY CHAIRMAN

Member of the General Committee
and the Mediation Committee

71, German

Management Consultant

Chairman of the Supervisory Board, allit AG, Bad Kreuznach, Germany
Chairman of the Supervisory Board, Goldman Sachs Investment
Management GmbH, Frankfurt am Main, Germany

Chairman of the Supervisory Board, C.H. Kupferberg & Cie KGaA,

Mainz, Germany

Chairman of the Supervisory Board, Leica Camera AG, Solms, Germany
Deputy Chairman of the Supervisory Board, 1IC The New German Lander
Industrial Investment Council GmbH, Berlin, Germany"

Chairman of the Supervisory Board, Pott-Racke-Dujardin GmbH & Co. KG,
Bingen, Germany"

Member of the Supervisory Board, Schneider Electric S.A,, Paris, France!
Chairman of the Supervisory Board, SWATCH Group Deutschland GmbH,
Eschborn, Germany"

FRITZ KAMMERER ///2

DEPUTY CHAIRMAN

Member of the General Committee

and the Mediation Committee

57, German

Chairman of the Central Works Council, adidas-Salomon AG

SABINE BAUER ///?

39, German

System Manager Footwear Quality, Global Operations,
adidas-Salomon AG

GEROLD BRANDT ///
62, German
Financial Consultant

Chairman of the Advisory Council, Mitler Elmau GmbH, Schloss Elmau,
Upper Bavaria, Germany

DAVID BROMILOW ///
40, British
Executive Director, MediMedia International Ltd., Hong Kong
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Executive Board /// OUR EXECUTIVE BOARD IS COM-
RISED OF SEVEN MEMBERS WHO REFLECT THE DIVERSITY
AND INTERNATIONAL NATURE OF THE GROUP, EACH IS
RESPONSIBLE FOR A MAJOR BUSINESS UNIT WITHIN THE
GROUP.

102 REPORTING CORPORATE GOVERNANCE /// EXECUTIVE BOARD

HERBERT HAINER ///

Herbert Hainer was born in Bingolfing, Germany in 1954.
Following his business studies, Herbert Hainer spent eight
years with Procter & Gamble in various sales and marketing
positions. He joined adidas Germany in 1987 and has held
numerous management positions within the Group, including
Managing Director Germany and Senior Vice President for
Sales and Logistics in Europe, Africa and the Middle East.
Herbert Hainer joined the Executive Board in 1997 and became
CEO and Chairman of the Executive Board of adidas-Satomon
in 2001. He is married, has two daughters and lives in
Herzogenaurach.

Herbert Hainer is also:
—> Member of the Supervisory Board of
Bayerische Versicherungsbank AG, Munich, Germany

GLENN BENNETT ///

Glenn Bennett was born in New Hampshire, USA in 1963.
With a degree in computer science, he began his professional
career with Reebok International Ltd. in 1983, where he
worked ten years in various operations and product functions.
In 1993, he joined adidas AG" as Head of Worldwide Develop-
ment. He was appointed to the Executive Board in 1997 and is
responsible for Global Operations activities. Glenn Bennett
recently moved to the Group’s Headquarters in Germany. He
is married and lives in Nuremberg.

..

MANFRED IHLE ///

Manfred lhle was born in Schwabisch Hall, Germany in 1941.
Following the completion of his law studies, he obtained a
doctorate from the University of Bordeaux in France. Manfred
Ihle started his career in 1971 with Treuarbeit AG, a German
accounting firm. In 1974, he was admitted to the Bar. Manfred
Ihle later worked as a Senior Partner at the Fiedler & Forster
law firm and served as a Notary Public. He joined adidas AG"
as a legal adviser in 1993. Manfred thle has been a member of
the Executive Board since 1998 and is responsible for Legal
and Environmental Affairs. He has one daughter and one son
and lives in Herzogenaurach.

ROSS McMULLIN ///

Ross McMutlin was born in Toronto, Canada in 1956. After
completing a degree in commerce, he started his professional
career in 1980 at Peat, Marwick, Mitchell, where he obtained
the designation of Chartered Accountant. In 1983, he joined
the Gillette Company where he stayed for 17 years, holding
various positions including President of Qral-B in the United
States, Braun in Canada and Gillette Group in Central Europe.
He joined adidas-Salomon in July 2000 as President and CEO
of adidas America. fn 2002, he was appointed to the adidas-
Salomon Executive Board and is responsible for the North
American business. He is married, has two daughters and

is located at the Group’s North American headquarters in
Porttand, Oregon.

SALOMON /// TR 3 VITESSE
INLINE SKATE
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Global Operations /// OUR GLOBAL OPERATIONS UNIT
IS RESPONSIBLE FOR MANAGING THE DEVELOPMENT,
COMMERCIALIZATION AND MANUFACTURING OF OUR PROD-
UCTS, AND IS LEADING OUR EFFORTS IN SUPPLY CHAIN
IMPROVEMENT. IN ADDITION TO OUR GLOBAL OPERATIONS
TEAM, OUR SUPPLY CHAIN INCLUDES RETAILERS, SALES
SUBSIDIARIES, INDEPENDENT MANUFACTURERS, RAW
MATERIAL SUPPLIERS, TRANSPORT COMPANIES, FINAN-
CIAL INSTITUTIONS, AND MANY OTHERS INVOLVED IN
GETTING OUR PRODUCTS TO THE CONSUMER. THE adidas-
Salomon SUPPLY CHAIN CAN BE DIVIDED INTO TWO DIFFER-
ENT CVCLES: PRODUCT CREATION AND PROCUREMENT.
THE PRODUCT CREATION CYCLE DESCRIBES OUR ACTIVI-
TIES FROM THE INITIAL PRODUCT CONCEPT TO PRODUCT
OFFERING AND COMPRISES THE DESIGN, DEVELOPMENT
AND COMMERCIALIZATION OF OUR PRODUCT. THIS PART OF
THEE PROCESS IS FOLLLOWED BY THE PROCUREMENT CYCLE,
WHICH INCLUDES ORDER MANAGEMENT, MANUFACTURING
AND DISTRIBUTION. WHILE MOST OF THE INDUSTRY FOCUS
IS ON SHORTENING THE PROCUREMENT CYCLE, WE ARE
COMMITTED TO MAKING SIGNIFICANT PERMANENT
IMPROVEMENTS IN BOTH THE CREATION AND PROCURE-
MENT AREAS TO PRODUCE OPTIMAL EFFECTS IN TERMS OF
QUALITY, COSTS AND DELIVERY PERFORMANCE.
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ALIGNING ACTIVITIES AND SHARING BEST PRACTICE /// In
2002, Global Operations reorganized its activities to better
service the large portfolio of brands at adidas-Salomon. As a
result, our consumer-oriented structure was extended to
Global Operations in an effort to align its activities more
closely with the Group’s marketing and sales endeavors. This
meant closely intertwining our supply chain operations with
each of our divisions versus a traditional organizationat
structure aligned by product type {e.g. footwear, apparel and
hardware). By working more closely with marketing and sales
colleagues, we are now able to better and more quickly
understand and react to unique customer and consumer
preferences. At the same time, critical corporate functions
such as sourcing, global supply chain and administration
continue to be managed at the Group level. This atlows us to
capitalize on our Group leverage to enlist the best suppliers,
factories and third-party logistics providers in the industry

in getting products made and delivered to our customers.

As a result of this reorganization, our product is now more
reflective of our brand values, internal communications have
improved dramatically and we are sharing best-practice
methods throughout the Group.

WORKING TOGETHER WIiTH SUPPLIERS /// With the vast
majority of our products being produced by independent
manufacturers, our relationship to suppliers is critical to the
Group's success [see Risk Management]. Our supply chain
utilizes three different types of suppliers. The first group
consists of suppliers who have a direct contractual business
relationship with us. By contrast, subcontractors are compa-
nies that have been subcontracted by our suppliers and do
not have a direct business relationship with adidas-Salomon.
The third group consists of local sourcing companies, which
source and manufacture products for local markets, rather
than Group-wide distribution. We provide all of our suppliers
with detailed technical and design specifications for the
production and delivery of our products. In addition, we
enforce strict quality control and inspection procedures.
Such procedures include the regular presence of our mare
than 100 quality control officers in these factories during

the manufacturing process.

.S

FOOTWEAR PRODUCTION BY REGION

i _~ 95% Asia
Europe 4% \H HHHHHH M \l z ..:n::!”
Americas 1% R S
APPAREL PRODUCTION BY REGION
Europe 23% 65% Asia
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Sustainability /// Wi ARE DEDICATED T0 FOLLOWING
AND ENCOURAGING BUSINESS PRACTICES THAT ARKE
SOCIALLY AND ENVIRONMENTALLY RESPONSIBLE. THIS
APPROACH APPLIES BOTH TO THE GROUP'S OWN ACTIVI-
TIES AND TO ITS SUPPLY CHAIN. WE BELIEVE THAT THIS
WILL ALLOW US TO ESTABLISH A SUSTAINABLE BUSINESS
MDDEL, WHILE ENHANCING THE VALUE OF OUR BRANDS.
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SETTING STANDARDS /// adidas-Salomon’s own code of
conduct, the Standards of Engagement (SOE], is based on

the conventions of the International Labour Organization (ILO)
and the model code of conduct of the World Federation of

the Sporting Goads Industry (WFSGI). The SOE details our
requirements regarding labor, health, safety and environmen-
tal issues in our suppliers’ factories and forms the foundation
for our international factory-monitoring program.

ENSURING COMPLIANCE /// Our department for Social and
Environmental Affairs {SEA] works to ensure that best prac-
tices are being followed. The SEA team is comprised of

30 experts with specialized knowledge of the labor laws and
safety regulations in the countries where they work. SEA
team members visit suppliers at factory and subcontractor
level internationally and locally to monitor and determine
compliance levels and identify common problems, with
particular emphasis on facilities which have been identified
as high-risk. Risk assessments cover a variety of factors,
including product type, number of workers, record of compli-
ance and commitment to standards. During 2002, 1,148 audits
involving management and worker interviews in their native
languages or with a local translator, document review and
facility inspections were conducted at different levels in our
supply chain. In the event of non-compliance with our SOE,
factory management together with our SEA team develops
action plans and sets deadlines for compliance and further
improvements. If a factory persistently fails to meet SOE
standards, business relations are terminated. This course of
action is a last resort and occurred 14 times in 2002. How-
ever, whenever possible, adidas-Satomon prefers to stay in
partnership and to work from the inside to help encourage
factory improvements.

NUMBER OF AUDITS

2000 799
2001 e 639
2002 - 1,148

NUMBER OF INDEPENDENT FLA AUDITS
AT adidas-Salomon CONTRACTED FACTORIES

Audits
st FLA Year [1st mm.:_ >m@:w75mmm3cmq 2001 17
1st FLA Year {2nd half] January-July 2002 25
1st FLA Year [total) August 20017 -July 2002 462
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Employees /// adidas-Salomon EMPLOYEES ARE THE
GROUP'S MOST VALUABLE ASSET. AROUND THE WORLD,
GUR SUCCESS IS DRIVEN BY QUR EMPLOYEES' DEDICATED
WORK, ENTHUSIASM AND PASSION. WHILE OPERATIONAL
AND FINANCIAL PERFORMANCE ARE IMPORTANT GOALS,
S0 IS THE SATISFACTION OF OUR EMPLOYEES, AND WE
ARE PROUD THAT adidas-Salomon RANKED AS ONE OF
THE BEST IN AN INDEPENDENT STUDY OF THE “MOST
ATTRACTIVE EMPLOYERS” CONDUCTED BY CORPORATE
CONSULTANTS HEWITT ASSOCIATES, UNDER THE BANNER
“BEST EMPLOVERS, BEST RESULTS". AT DECEMBER 31,
2002, THE GROUP EMPLOYED 14,716 PEOPLE WHICH
REPRESENTS AN INCREASE OF 6% VERSUS THE PREVIOUS
YEAR, WITH THE LARGEST GROWTH COMING FROM THE
OWN-RETAIL SECTOR AND THE INTEGRATION OF ARC'TERYX
INTO THE GROUP.
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NUMBER OF EMPLOYEES BY BRAND

TaylorMade-
adidas Golf 7%

NUMBER OF EMPLOYEES BY REGION

Latin America 5%

51% Europe

Asia 21% L

adidas //{ RESPONSE
WOMEN'S WIND VEST

A DIVERSE MIX OF BACKGROUNDS /// We believe that having
a varied cross-section of cultures, ages and backgrounds
represented within adidas-Salomon strengthens our Group.
44% of total employees are women and 56% are men, with
20% women and 80% men having executive management
positions. At our headquarters in Herzogenaurach, we have
more than 300 international employees from over 40 coun-
tries. And to ensure the Group’s closeness to the main target
group, our employees are young: The average age is 33. This
pattern holds true for the whole Group. The majority of our
employees work at brand adidas. Production activities at
Salomon, however, elevate their number of employees.
Regionally, the employee split largely reflects the Group's
proportion of sales. Despite our diverse backgrounds, what
unites all adidas-Salomon employees is our passion for
competition and a sporting lifestyle.

REWARDING PERFORMANCE /// To ensure our continued
ability to attract, motivate and retain the best people, we
undertake considerable efforts in devising appropriate com-
pensation plans. The most important step in terms of com-
pensation in 2002 was the implementation of a hornogeneous
compensation philosophy and structure across the Group.
internal evaluations and external benchmarking form the
basis for the global harmonization of our compensation
programs. Despite the relative youth of our employees, the
average length of service is six years. This proves that our
efforts are delivering results.
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Executiive Bozrd Statement ///

The Executive Board of adidas-Salomon AG is responsible for the compilation, completeness and
accuracy of the Group’s annual consolidated financial statements, the description of the economic
development and the management discussion and analysis as well as the other information
presented in the annual report. The consolidated financial statements 2002 were prepared in
accordance with [nternational Financial Reporting Standards (IFRS} adopted by the International
Accounting Standards Board (IASB). The consolidated financial statements also comply with

§ 292a German Commercial Code (HGBJ, which exempts adidas-Salomon AG from the obligation of
reporting consolidated financial statements under German GAAP. The management discussion and
analysis additionally complies with the requirements of the German Commercial Code (HGB).

To ensure accuracy and reliability of the underlying information, the content of the consolidated
financial statements is based on the information reported in accordance with Group-wide uniform
guidelines which are consistent for all companies included in consolidation. The integrity of the
reporting process and risk management systems is safeguarded by effective internal control
systems established under the direction of the Executive Board which is in compliance with the
German Act regarding the Control and Transparency of Company Divisions (KonTraGl. As a
consequence, a true and fair view of the Group’s financial position, results of operations and cash
flows and its reporting thereon is assured and the Executive Board is in a position to recognize
potential investment risks and negative developments at an early stage and take appropriate
countermeasures.

In accordance with a resolution adopted by the shareholders at the Annual General Meeting in
2002, KPMG Deutsche Treuhand-Gesellschaft Aktiengesellschaft Wirtschaftsprifungsgesellschaft,
Frankfurt, was appointed as independent auditor to audit adidas-Salomon’s consolidated financial
statements and management discussion and analysis contained in this annual report.

The Supervisory Board examines the consolidated financial statements, the management
discussion and analysis as well as the audit report at its meeting on the annual consolidated finan-
cial statements. The results of these reviews are described in the supervisory board report.

Herzogenaurach, February 14, 2003

Herbert Hainer /// CEO and Chairman Robin Statker /// Chief Financial Officer
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JALANGH §7HEY € in thousands

Cash and cash equivalents (5] 75,956 84,995 (10.6)
Accounts receivable (6} 1,292,667 1,253,193 3.1
Inventories (7} 1,189,933 1,273,062 {6.5)
Other current assets (8) 267,435 266,929 . 0.2

Total current assets

Property, plant and equipment, net (9] 365,756 377,865 [3.2)
Goodwill, net (10) 638,742 580,069 10.1
Other intangible assets, net (11] 115,495 91,131 267
Deferred tax assets (25) 169,692 147,873 14.8
Other non-current assets (12) 145,135 107,760 34.7

Short-term borrowings (13) 0 196,038 (100.0)
Accounts payable 668,461 629,701 6.2
Income taxes (25) 112,461 111,020 1.3
Accrued liabilities and provisions (14) 450,748 346,876 29.9
Other current liabilities (15) 148,959 110,040 35.4

Long-term borrowings (13) 1,574,046 1,569,773 0.3
Pensions and simitar obligations {16) 98,959 92,088 75
Deferred tax liabilities {25) 51,398 41,552 23.7
Other non-current liabilities (17) 18,907 13,019 45.2

Minority interests (18] 55,513 58,157 {4.5)
Shareholders’ equity

The accompanying notes are an integral part of these consolidated financiat statements.
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CONSOLIDATED STATEMENT OF n>m: FLOWS € in Sccwmzaw

2002 2001

.:._mm_.s.m. .c,m.m..ﬁm mm‘m:----- .................................... T 390,114 376,344
Adjustments for:
Depreciation and amortization (inct. goodwill) 159,527 148,037
Unrealized foreign exchange losses, net 65,436 15,277
Interest income 18,784) (12,061)
Interest expense 81,548 107,772
Gains on sales of property, plant and equipment, net (6,569) (4,063)

wmqoﬂm working capitat changes mmd 292 631,306

Increase in 1mnm_<mc_mm and other current assets _.d..mm.ww,o._.-----..-...-x..--?.w.m.m.mw._- ......................
Decrease in inventories 1,942 32,165
Increase in accounts payable and other current liabilities 273,898 71,161

Cash provided by operations 7 T T T 780,793 < 06475 T
Interest paid (79,149) (110,400])
Income taxes nm_a (167,581) (112,015])

Purchase of goodwill and other intangible assets (150,647) [42,338)

Purchase of property, plant and equipment (114,133) (159,733]

Proceeds from sale of property, plant and equipment 10,937 23,293

Acquisition of subsidiaries net of cash acquired (19,623) (19,519]

Acquisition of a 10% participation in FC Bayern Miinchen AG (76,972) 0

Decrease in investments and other long-term assets 16,757 9,300

Interest received 8,784 12,061
et o dsad i vesing S |~ G e T
Financing activitiess T T T
“Increase/(Decrease) in long-term borrowings Twas T T ey T

Dividends of adidas-Salomon AG 141,721) 41,721)

Dividends to minority shareholders (3,341) (51,349)

Share options exercised by employees 4,534 0

Decrease in short-term co:oi_:@w (166,369) (88,283)

Decrease in cash and cash equivalents (9,039) {19,711)
Cash and cash mnc_<m_m2m at beginning of year B 84,995 104,706
num—_ and cash equivalents at end of year 75,956 84,995

The accompanying notes are an integral part of these consolidated financial statements.
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TEMENT OF MOVEMENTS 037§
T Software, patents, T Advance  Totalintangible Tlandand
trademarks payments assets buildings
and concessions
aceuisiTion cosT T T T T T T T T ST
December 31, 2000 746,077 142,209 9 886,295 I-mmw.mmmlx!

Currency effect 939 1,102
Additions 19,314 43,149
Changes in companies consolidated - -
Transfers - 522
Disposals (78} {13,900
December 31,2001 7 T T T  qes252 "173.082
“Currency effect T T T s T (5.955
Additions 104,485 54,701
Changes in companies consolidated - 33
Transfers ~ 7,407
Disposals (80) (5,610

(1 2,040 1,901

165 62,628 10,546

- - 159

- 522 17.869

(44) (14,022) (18,292)
....................... 129 939463 230746
.......... ST T meomy T T wese)

160 159,346 8,524

- 33 —

(53) 7,354 78,653

(118 (5,808) (23,028)

)

Currency effect 822 410
Additions 40,390 27,770
Write-ups - -
Changes in companies consolidated - -
Transfers - 2,691
Disposals (78} {13,376

]

Currency effect (2,316) (3,052
Additions 45,396 30,491
Write-ups - -
Changes in companies consolidated - 29
Transfers - 89
Disposals - {1,356
December 31,2002 e e T 108,281

. 1,232 862
- 68,160 13,380
- - 99
- 2,691 286
- (13,454) (9.878)

- (5,368)

- 75,887
- 29 -
- 89 (59
- (1,356 (14,271)
- 337,544 83,035

December 31, 2000

601,028 77.624
December 31, 2001

580,069
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9 678,661 137,322
129 671,200 144,956
207,204




A 7 B 7 ‘ .. s I
L€0'SL 789'LL 8€L 602°¢ 598°LLE £92'G8 746’901 899°07
88E'9L LLE'EL 8il 6562 890°0L€ L6L'LY 88816 199°6¢

1g6) 6] - - (£99'29] - (£27'LL] (696°01)
- - - - (68) - 6 (6€)

- - - - veL - LET L&Y

- - - - [6) - (6] -

L i - - 899°'c8 - 090’6y 06.'02
(81) (61} ! i (gss'sz) - (928'L1) (£97°S)

e X Ceres T -
(048°2) [04877) - - (£95'27) - (805'5Z) i (181'2)
- - - - (1L69°2) - {180'7) 701°L
- - - - 090°2 - oL’ [Rera
LEB'6L - 1L9€'GY %80°1Z
. L = R L7 R RO -
wrme yseest o ewe
T T T
(€8z°¢) (€82°€) - - (570'25) T s I T I e
- - - - (yse'L) [0G7'70L) SE2'ZL 80Z'9
[£S4) - - (€G] 9Z5'L - 1L8Y 69%°L
GZ0'8L Géé L6'9L 8G 9yG6'SLL 16£'8% ZE0'LY 6511
e vy A S ] wen e ) o)
e st R T s o SEYMEL L. LeTse sy U emooer
(7L5'8) (725'8] - ) T T eosz) TTmew T (096'87) locozt)
- - - - (Zzs) {zvo'eg) 088'S LLL'8
(78Y) - - (y8Y) 806'C - 6l7'C 0eg
e’y €LY'E og LEL LEL'6SL 698'8L GG8°LS £9%'81
e LeL . e EOL e eyooL . L vy wre
] e EsVaL SRl ! esr T Tamms vy T TTasresz T rm
saluedwod ssasboid w sBunyy pue
SEEEE slasse paienye 519558 uo(12NIISU0d ainyiuany Asauiydew pue
lepueuyieol - 1eRuewy Jayg nedopied u '_-.u.,@mﬁ_\m::-:::-------wa_.m@._.m@.--:---:--. /syuswhed asueapy ‘Juawdinba Jayig uawdinba jediuyss)




adidas-5alomon AG, a listed German stock corporation, and its subsidiaries design, develop,
produce and market a broad range of athletic and sports lifestyle products. The Group has divided
its operating activities by major brands into three segments: adidas, Salomon and TaylorMade-
adidas Golf.

adidas branded products include footwear, apparel and hardware, such as bags and balls. The
products are designed and developed by adidas and are almost exctusively manufactured by sub-
contractors on behalf of adidas. erima products inctude teamsport apparel.

Salomon branded products include ski and snowboard equipment [skis, snowboards, boots and
bindings}, technical outdoor apparel as well as hiking boots and inline skates which are designed
and manufactured mainly in France, Italy and Romania. Mavic products include rims and wheels
for mountain bikes and road racing as well as gears. The Bonfire brand offers snowboard apparet
and streetwear. Cliché is the brand for skateboard equipment, footwear and apparel. Arc'Teryx is
specialized in technical outerwear, performance backpacks and climbing equipment.

TaytorMade develops and assembles or manufactures high-quality golf clubs and golf acces-
sories. adidas Golf branded products include footwear and apparel. Maxfli is specialized in golf
balls.

The Group’s headquarters are located in Herzogenaurach, Germany.

1711 GENERAL

The accompanying consolidated financial statements of adidas-Salomon AG (in the following also
the "Company”] and its subsidiaries (collectively the “adidas-Salomon Group”, “adidas-Salomon” or
the “Group”] are prepared in accordance with accounting principles adopted by the International
Accounting Standards Board (International Financial Reporting Standards - “IFRS” - formerly I1AS).
The Group applied all International Financial Reporting Standards and Interpretations of the Inter-
national Financial Reporting Interpretations Committee ("SIC”) effective as at December 31, 2002
and 2001, respectively.

The Group adopted IAS 39 (revised 2000) “Financial Instruments: Recognition and Measure-
ment” in 2001. The financial effects of adopting this standard were reported in the 2001 consoli-
dated financial statements. All other new or revised standards which were adopted effective
January 1, 2001 had no material impact on the Group’s financial position, results of operations
or cash flows and its reporting thereon. In 2002, no new or revised standards were adopted.

German Statutory Reporting

The Company does not prepare consolidated financial statements under accounting principles
generally accepted in Germany (German GAAP) pursuant to the exemption in § 292a of the German
Commercial Code (HGB.

120 FINANCIAL ANALYSIS CONSOLIDATED FINANCIAL STATEMENTS (IFRS)

2 //] SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The consolidated financial statements are prepared in accordance with the consolidation, account-
ing and valuation principles described below.

Principles of Consolidation
The consolidated financial statements include the accounts of adidas-Salomon AG and its signifi-
cant direct and indirect subsidiaries, which are prepared under uniform accounting principles.

A company is a subsidiary if adidas-Salomon AG controls directly or indirectly the financial and
operating policies of the respective enterprise.

The number of consolidated companies evolved as follows for the years ending December 31,
2002 and 2001 respectively:

NUMBER OlF CONSOLIDATED COMPANIES

2002 2001
January 1 100 T es
Newly founded/consolidated companies 4 3
Purchased companies 2 2
December 31 106 100

Eight subsidiaries have not been included in the consolidated financial statements in 2002
[2001: nine subsidiaries), since they have no or little active business and are insignificant to the
financial position, results of operations and cash flows. The shares in these companies are
accounted at cost.

A schedule of the shareholdings of adidas-Salomon AG is shown in Attachment | to these
notes. A collective listing of these shareholdings in accordance with § 285 No.11 and § 313 section
2 and 3 of the German Commercial Code will be filed with the Commercial Register at the Local
Court in Furth (Bavaria).

Consolidation of equity is made in compliance with the book value method by offsetting the
initial investments in subsidiaries against the relevant equity portion at fair value held by the parent
company as at acquisition date.

All significant intercompany transactions and balances, and any unrealized gains and losses
arising from intercompany transactions are eliminated in preparing the consolidated financial
statements.
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Invaniories

Merchandise and finished goods are valued at the lower of cost or net realizable value. Costs are
determined using a standard valuation method which approximates the first-in, first-out method

or the average cost method. Costs of finished goods include cost of raw materials, direct labor and
manufacturing overheads. The lower of cost or net realizable value allowances are computed
consistently throughout the Group based on the age and expected future sales of the items on hand.

Property, Plant and Eq
Property, plant and equipment are stated at cost less accumulated depreciation. Depreciation is
computed on a declining balance or straight-line basis on useful lives as follows:

USEFUL LIVES OF PROPEQTY, PLANT AND EQUIP

Years
Buildings 10-50
Leasehold improvements 5.20
Equipment, machinery and furniture and fittings 2-10

Expenditures for maintenance and repairs are expensed as incurred. Significant renewals and
improvements are capitalized.

Investment Property Held for Sale
Investment property held for sale is measured initially at cost. For the subsequent measurement
the Group applies the cost model.

Impairment

In the event that facts and circumstances indicate that the costs of long-lived assets are impaired,
an evaluation of recoverability is performed. An exceptional write-down is made if the carrying
amount exceeds the recoverable amount.

Finance Leases

If under a lease agreement substantially all risks and rewards associated with an asset are trans-
ferred to the Group, the asset less accumulated depreciation and the corresponding liability

are recognized at the fair value of the asset or the lower net present value of the minimum lease
payments.
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Goodwill and Identifiable Intangible Assets
Acquired goodwill and intangible assets are valued at cost less accumulated amortization.
Goodwill is the excess of the purchase cost over the fair value of the identifiable assets and
liabilities acquired. Goodwill arising from the acquisition of a foreign entity and any fair value
adjustments to the carrying amounts of assets and liabilities of that foreign entity are treated as
assets of the reporting entity and are translated at exchange rates prevailing at the date of the
initial consolidation.
Amortization is calculated on a straight-line basis with the following useful lives:
USZFUL LIVES OF GOODWILL AND

ENTIFIABLE INTANGIBLE ASSETS

Years
Goodwill 5-20
Patents, trademarks and concessions 5-10
Software 3-5

Expenditures for internally generated intangible assets are generally expensed as incurred
since they do not qualify for recognition.

Researcn and Development
Research costs are expensed as incurred. Development costs are also expensed as incurred and
are not capitalized due to the short product life cycle of sporting goods.

The Group spent approximately € 85 million and € 86 million on product research and develop-
ment for the years ending December 31, 2002 and 2001 respectively.

Investrents
The Group classifies its investments into the following categories: trading, held-to-maturity and
availabte-for-sale.

During the reporting period the Group did not hold any trading or held-to-maturity invest-
ments.

Investments intended to be held for an undefined period of time, which may be sold in
response to liquidity needs or changes in interest rates, are classified as available-for-sale. These
are included in other non-current assets and in cash and cash equivalents.

Management determines the appropriate classification of its investments at the time of the
purchase and re-evaluates such designation on a regular basis.
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3 /// FRAMEWORK FOR ACCOUNTING POLICIES IN ACCORDANCE WITH IFRS AND EXPLANATION
OF MAJOR DIFFERENCES COMPARED WITH GERMAN ACCOUNTING POLICIES

The major differences between the accounting policies and consolidation methods according to
IFRS and German law as set out in § 292a section 2 No. 4b] of the German Commercial Code (HGB)
are outlined below.

a) Frameworl for Accounting Policies in Accordance with IFRS

The accounting policies of entities in accordance with I[FRS are based on the objective of providing

investors with decision-relevant information.

Based on the assumption that decision-relevant information should be provided to investors, it
follows that accounting policies should be aimed at showing an entity’s operating results, rather
than determining the amount of distributable profits whilst bearing in mind the need for protection
of creditors.

As a rule, accounting policies in accordance with [FRS have a lower level of prudence than
German accounting policies, which leads to the following major differences:

—> Minimization of possibilities for establishing and releasing hidden reserves;

—> The consistency requirement (recognition, valuation, classification, consolidation) is to be strictly
followed; changes in accounting policies are only permitted if it can be proven that the change
leads to an improvement in the fair presentation of the financial statements;

—> Economic substance has precedence over legal form. The principle of substance over form has a
stronger influence in accounting policies in accordance with IFRS than in German GAAP.

b) Description of Major Differences in Accounting Policies Compared with German Accounting
Policies

The major differences in accounting policies in accordance with IFRS compared with German

accounting poticies in the consolidated financial statements of the Group are as follows:

Unrealized Profits Included in the Income Statement

Although the realization principle is a specific part of IFRS, in contrast to German accounting
policies “unrealized” profits must be included in the income statement in certain cases. The follow-
ing balance sheet items are translated at foreign exchange rates ruling at the end of the year even
if this leads to an “unrealized” profit compared with using the exchange rate at the booking date:
— Foreign currency receivables and liabilities;

—> Derivative financial instruments to the extent they do not represent a hedge;

— Available-for-sale securities.

124 FINANCIAL ANALYSIS CONSOLIDATED FINANCIAL STATEMENTS (IFRS) /// NOTES

Deferred Taxes

Deferred tax assets must be inctuded to their full extent. This also applies to tax loss carryforwards
which can be offset against future profits for tax purposes and which are thus to be reflected as
deferred tax assets. Deferred tax assets are to be reviewed for their realization regularly and are to
be written down if appropriate.

Pension Provisions
Pension provisions are to be calculated actuarially using the projected unit credit method. Use
of the German tax-based entry-age-normal method (§ 6a German Income Tax Act — EStG] is not
permitted.

Expected wage and salary increases until pensionable age are to be considered when calculat-
ing the pension liability to beneficiaries under the scheme. Capital market interest rates are to
be used to discount the amounts, which can partly offset this increase, as the rate can be higher
than the 6% used for tax purposes in Germany (§ 6a EStG). Pension provisions are to be calculated
for beneficiaries as soon as they become scheme members. Appropriate fluctuation rates should
be used when considering the provisions needed for this group of beneficiaries.

Other Provisions and Accruals
Provisions and accruals may only be set up to cover obligations to third parties. Internal accruals
are not permitted.

Accounting for leases

In contrast to the use of German tax-based leasing provisions, IFRS requirements more often

lead to leased items being recognized in the balance sheet of the lessee rather than of the lessor.
IFRS requires the contractual party which is the economic owner and which thus has the major
share of risks and opportunities arising from use of the item being leased to recognize the lease in
its balance sheet.

Minority Interests

Minority interests may not be included as part of Group shareholders’ equity in the consolidated
balance sheet. They must be shown as a separate item between third-party capital and shareholders’
equity.
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Other current assets consist of the following:

OT3EL CURRENT ASSETS € in thousands

Dec.31 Dec. 31

2002 2001

Prepaid expenses 80,791 73,482
Taxes receivable 76,374 75,939
Interest rate options 4,487 1,954
Currency options 6,847 6,089
Forward contracts 25,035 39,869
Security deposits 10,250 15,412
Receivables from affiliated companies 326 885
Investment property held for sale 17,188 16,923
Sundry 52,306 42,156
Other current assets, gross 273,604 272,709
Less: allowance 6,169 5,780
Other current assets, net 267,435 266,929

Prepaid expenses relate mainly to promotion agreements and service contracts.

Investment property held for sale relates to parts of the land of the former "Herzo Base” in
Herzogenaurach. This land was bought in 1998 and is owned by the GEV Grundstucksgesellschaft
Herzogenaurach mbH & Co. KG. The part to be sold is not needed in the future by adidas-Salomon,
the remaining portion is being used for the adidas-Salomon international headquarters “"World of
Sports”, which is included under property, plant and equipment. The area to be sold is currently
lying idle and has a size of 77 hectares. According to the "Urban Design Contract”, signed with the
town Herzogenaurach in December 2001, the land is to be split in a housing area (31 hectares), an
industrial area (19 hectares), a public area {24 hectares] and other areas (3 hectares). The fair value
of this investment property cannot be determined reliably at the current time as the land is not yet
developed, and a binding tand-use plan and building permits do not yet exist. However, the Group
estimates that the range of the fair value for the undeveloped land could be up to € 50 million.

To secure an appropriate market value, the Group decided in 2002 to pursue development and
commercialization under the control of GEV Grundstiicksgesellschaft mbH & Co. KG based on the
results of the economic evaluations during the concept phase.

Information regarding forward contracts as well as currency and interest options is also
included in these notes (see note 21).
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9 /// PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of the following:

DR0:

Land and buildings 290,239 230,746
Technical equipment and machinery 129,499 130,086
ment, furniture and fittings 300,666 285,537

Depreciation expense was € 84 million and € 80 million for the years ending December 31,
2002 and 2001 respectively.

10 //1 GOODWILL
Goodwill primarily relates to the Group’s acquisitions of the Salomon group and subsidiaries in the
United States, Australia/New Zealand, Netherlands/Belgium and ltaly.

GANUYLLL € in thousands

Dec. 31 Dec. 31

2002 2001

Goodwill, gross 868,005 766,252
Thereof relating to the acquisition of the Salomon group 584,882 582,938
Less: accumulated amortization 229,263 186,183
Goodwill, net 638,742 580,069

The increase in goodwill primarily relates to the Group’s purchase of the remaining shares of
adidas ltalia S.r.l. and Arc'Teryx Equipment Inc.

Goodwill amortization expense was € 45 million and € 40 miltion for the years ending Decem-
ber 31, 2002 and 2001; thereof € 30 million and € 29 million for the years ending December 31,
2002 and 2001 relate to the acquisition of the Salomon group.

The change in the goodwill for the Salomaon group relates to subsequent acquisition costs for
the acquisition of Salomon S.A. (see also note 30).
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The committed medium-term credit lines as well as the private placement documentation
contain a negative-pledge clause and a2 minimum equity covenant. As at December 31, 2002, actual
shareholders’ equity was well above the amount of the minimum-equity covenant.

The amounts disclosed as borrowings represent outstanding borrowings under the following
arrangements with aggregated expiration dates as follows:

BORROWINGS AS AT DECEMBER 31, 2002 € in millions

Up to Between 1 Between 3 After Total
1 year and 3 years and 5 years 5 years
Bank borrowings 0 104 529 0 633
Commercial paper 0 0 234 0 234
Asset-backed securities ] 0 147 0 147
Private placements 0 0 299 261 560

Up to Between 1 Between 3 After Total
1 year and 3 years and 5 years 5 years
Bank borrowings 196 535 362 13 1,106
Commercial paper 0 0 280 0 280
Asset-backed securities 0 0 155 0 155
Private placements 0 93 98 34 225
Totat 196 628 895 47 1,766

Information regarding the Group’s protection against interest rate risks is also included in
these notes (see note 21].
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14 /// ACCRUED LIABILITIES AND PROVISIONS
Accrued liabilities and provisions consist of the following:

ACCRUZED LIABILITIES AND PROYISIONS € in millions

Dec. 31 Currency Usage Release Addition Dec. 31

2001 effect 2002

Goods and services not yet invoiced 77 (5) 50 8 102 116
Marketing 73 (5] 51 3 68 82
Payroll, commissions and employee benefits 80 (7) 63 4 96 102
Returns, allowances, warranty 36 (4} 20 & 37 45
Restructuring 20 0 10 1 8 17
Taxes, other than income taxes 7 M 5 0 25 26

7

Marketing provisions mainly consist of provisions for distribution, such as discounts, rebates
and sales commissions, as well as promotion.

The usage of the restructuring provision was mainly related to warehouses and production
restructuring initiatives within Europe.

The balance of the restructuring provision as at December 31, 2002 mainly represents further
restructuring plans within Europe relating to the set-up of Areas already communicated in connec-
tion with the "Winning in Europe” project as well as additional production restructuring initiatives.

Other accrued liabilities and provisions mainly include items not otherwise allocated and
also anticipated losses from purchase and other transactions and contingent losses from pending
lawsuits.

The main portion of the release of € 17 million of other accrued liabilities and provisions relates
to a provision for risks from a lawsuit. An amount of € 15 million was released after the successful
completion of this suit.
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Actuarial assumptions for employee turnover and mortality are based on empirical data, the
latter on the 1998 version of the mortality tables of Dr. Heubeck as in the prior year. The actuariat
assumptions for other countries are not materially different.

The pension obligation can be analyzed as follows:

PROVISION FOR DEFINED BENEFIT PLANS € in thousands

Dec. 31 Dec. 31

2002 2001
.Uﬂmmmi value of the defined wm:mzﬁ.oc.:.@.m_._mw ....................................... 92,655 wm.wwwu
[3,264) (724)

18 /// MINORITY INTERESTS
Minority interests are attributable to 11 subsidiaries and 12 subsidiaries as at December 31, 2002
and 2001 respectively [see Shareholdings).

These subsidiaries were mainly set up together with former independent distributors and
licensees for the adidas brand. Salomon & Taylor Made Co., Ltd., Tokyo [Japan) is a public company,
which has been listed on the Tokyo Stock Exchange since 1995,

Minority interests evolved as follows in the years ending December 31, 2002 and 2001
respectively:

YINORITY INTERESTS € in thousands

On the basis of the actuarial valuations as at December 31, 2002 and 2001 it was not necessary
to recognize actuarial gains or losses pursuant to the corridor approach of 1AS 19.92 (revised 2000).
Pension expense attributable to the defined benefit plans comprises:

PENSION EXPENSE FOR DEFINED BENEFIT PLANS € in thousands

Translation differences {2,791) (1,387)
Net loss/gain on cash flow hedges, net of tax (127) 108
Acquisition of minority interests (10,486) -
Shares sold to third parties 420 129
Share in net profit 13,681 20,906
Dividends to third parties {3,341) [51,349)

2002 2001
Current service cost 6,323 5,236
Interest cost 4,111 4,092
Past service cost - 396

17 /// OTHER NON-CURRENT LIABILITIES
Other non-current liabitities include mainly obligations under finance leases of € 8 million and
€ 9 million (see also note 20) and negative fair values of long-term interest rate options of € 10
million and € 4 million as at December 31, 2002 and 2001 respectively.

Liabilities falling due after more than five years totaled € 1 million and € 3 million as at
December 31, 2002 and 2001 respectively.
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19 /// SHAREHOLDERS ZQUITY

In October 2002, the nominal capital of adidas-Salomon AG was increased as a result of the
exercise of 73,300 stock options and the issuance of 73,300 no-par-value bearer shares associated
with the first exercise period of Tranche Il of the Company’s stock option plan. At December 31,
2002 the nominat capital of adidas-Salomon AG amounted to € 116,281,600 and was divided into
45,422,500 no-par-value bearer shares.

In January 2003, the nominal capital of adidas-Salomon AG was increased by a further
€ 45,440 as a result of the exercise of 17,750 stock options and the issuance of 17,750 no-par-value
bearer shares associated with the second exercise period of Tranche Il of the stock option plan.
As of February 14, 2003 the nominal capital amounts to € 116,327,040 and is divided into 45,440,250
no-par-value shares.
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Distributable Profits and Dividends
Distributable profits to shareholders are determined by reference to the retained earnings of
adidas-Salomon AG and calculated under German Commercial Law.

The Executive Board of adidas-Salomon AG recommends a dividend of € 1.00 for 2002, subject
to approval of shareholders. The dividend for 2001 was € 0.92 per share.

It is proposed accordingly that retained earnings of adidas-Salomon AG as at December 31,
2002 be appropriated as follows:

RETAINED EARNINGS OF adidas-Salornon AG € in thousands

Retained earnings of adidas-Salomon AG as at December 31, 2002 55,119
Less: dividend of € 1.00 per share 45,423
Retained earnings carried forward 9,696

20 /// LEASING AND SERVICE ARRANGEMENTS
Operating Leases
The Group leases offices, warehouses and equipment under leases with expiration dates of
between one and ten years. Rent expenses aggregated to € 128 million and € 108 million for the
years ending December 31, 2002 and 2001 respectively.

Future minimum lease payments under non-cancelable operating leases are as follows:
MINIMUM LEASE PAYMERNTS FOR OPERATING LEASES € in millions

Dec. 31 Dec. 31

2002 2001

Within 1 year 62 52
Between 1 and 5 years 130 97
After 5 years 63 23
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In 2002, the Group contracted a sale and leaseback transaction which resulted in an operating
lease. In this context, a one-time profit of € 8 million was realized within selling, general and
administrative expenses.

Finance Leases
The Group also leases several premises for administration, warehousing, research and develop-
ment as well as production, which are classified as finance leases.

The net carrying amount of these assets of € 10 million and € 12 million is included in prop-
erty, plant and equipment as at December 31, 2002 and 2001 respectively. Interest expense was
€ 1 million (2001: € 1 miilion) and depreciation expense was € 3 million (2001: € 3 million) for the
year ending December 31, 2002.

The minimum lease payments under these contracts over their remaining terms which extend
up to 2011 and their net present value are as follows:

MINIMUM LEASE PAYMENTS FOR FINANCE LEASES € in thousands

Lease payments falling due:

Within 1 year 3,207 3,143
Between 1 and 5 years 9,094 9,424
After 5 years 1,166 2,732
13,467 15,299

2,047 3,304

11,420 11,995

Current 2,580 2,505
Non-current 8,840 9.490

The non-current portion of the obligation under finance leases includes amounts with terms of
more than five years of € 1 million and € 3 million as at December 31, 2002 and 2001 respectively.
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The decrease in fair values is the result of the US dollar vs. euro development from 0.88
(December 31, 2001) to 1.05 [December 31, 2002) which in turn has a beneficial impact on future
product costs. Out of the negative fair value of € 10.0 million of forward contracts, € 14.0 million
relate to hedging instruments falling under hedge accounting as per definition of IAS 39, split into a
negative fair vatue of € 15.7 million from cash flow hedges and a positive fair value of € 1.7 million
from net investment hedges. The total fair value of outstanding currency options relates to cash
flow hedges.

The fair value adjustments of outstanding cash flow hedges for forecasted sales will be re-
ported in the income statement when the forecasted sales transaction is recorded, the wide majority
being forecasted for 2003. A minority of cash flow hedges refers to an embedded derivative within a
specific contract and will be transferred from equity to the income statement at specified payment
dates up to 2008 as per the contract. The embedded derivative is not separated from the host
contract, as the economic characteristics and risk of the embedded derivative are closely related to
the host contract. Other significant embedded derivatives do not exist at the balance sheet date.

in addition, adidas-Salormon hedges part of its net investment in Salomon & Taylor Made Co.,
Ltd., Tokyo [Japan) with forward contracts. A related gain of € 1.4 million in 2002 is recognized in
equity.

Management of Interest Rate Risk

It has been the policy of the Group to concentrate its financing on short-term borrowings, but to
protect against liquidity risks with longer-term financing agreements, and to protect against the
risk of rising interest rates with interest rate caps. In view of the continuing decline of the borrow-
ings, no additionat caps were arranged in 2002.

As part of a low-cost resetting strategy of euro caps with expiration dates in the years 2006 and
2007 to lower protected interest rates, the Group sold floors in the notional amount of € 0.4 billion
with an average strike rate of 3.6% in 2001. To prevent possible opportunity losses from these floors
in an environment of generally declining interest rates, the floors were widely neutralized with
offsetting transactions at an average rate of 3.2% in the course of 2002.

The interest rate hedges which were outstanding at the end of 2002 and 2001 respectively
expire as detailed below:

EXPIRAYION DATES OF INTEREST RATE HEDGES € in millions

Dec. 31 Dec. 31

2002 2001

Within 1 year 244 230
Between 1 and 3 years 426 459
Between 3 and 5 years 569 756
After 5 years 0 50
Total 1,239 1,495

134 FINANCIAL ANALYSIS CONSOLIDATED FINANCIAL STATEMENTS {IFRS]

Above instruments had a negative fair value of € 3 million and a positive fair value of € 1 million
as at December 31, 2002 and 2001 respectively.

Some of the instruments qualify as cash flow hedges pursuant to IAS 39. The related negative
change in fair value of € 4 million was debited in equity and will be expensed according to interest
rate developments in parallel to the underlying hedged item. The negative change in the fair
value of the remaining instruments of € 2 million was recorded directly in the income statement, as
incurred.

Credit Risk

The Group's treasury arranges currency and interest rate hedges, and invests cash, with major
banks of a high credit standing throughout the world, all being rated "A-" or higher in terms of
Standard & Poor’s long-term ratings.

NOTES TO THE CONSOLIDATED INCOME STATEMENT

22 /1] OPERATING EXPENSES (SELLING, GENERAL AND ADMINISTRATIVE EXPENSES AS WELL AS
DEPRECIATION AND AMORTIZATION [EXCI.. GOODWILLI)

Operating expenses include expenses for sales, marketing and research and development, as well
as for logistics and central finance and administration. In addition, they include depreciation on
tangible and amortization on intangible assets, with the exception of goodwill amortization and
other depreciation and amortization which is included in the cost of sales.

A significant part of the operating expenses comprises the Marketing Working Budget. The
Marketing Working Budget consists of promotion and communication spending such as promotion
contracts, advertising, retail support, events and other communication activities, however it does
not include marketing overhead expenses. For the year 2002, Marketing Working Budget accounted
for approximately 35% {2001: 35%] of the total operating expenses.

Total depreciation and amortization expense for tangible and intangible assets (except for
goodwill) was € 114 million and € 108 million for the years ending December 31, 2002 and 2001
respectively. Thereof € 17 million and € 18 million were recorded within the cost of sales as they
are directly attributable to the production costs of goods sold.
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Deferred tax assets are recognized only to the extent that the realization of the related benefit
is prabable. Based on the past performance and the prospects of the respective business for the
foreseeable future, valuation allowances are established where this criterion is not met.

Valuation allowances refer to deferred tax assets of companies which are operating in the
start-up phase or certain emerging markets, since the realization of the related tax benefits is not
probable. Further, adidas Salomon North America Inc. has tax loss carryforwards, which can in
part only be utilized in limited annual amounts through to 2007, for which a valuation allowance is
established for amounts in excess of income projections.

Deferred tax assets and liabilities are offset if they relate to the same fiscal authority. Hence
they are presented on the balance sheet as follows:

136 € in thousands

Dec. 31 Dec. 31
2002 2001
Deferred tax assets T Yeeke2 147.873
Deferred tax liabilities (51,398) (41,552)
Deferred tax assets, net 118,294 106,321

Deferred taxes attributable to fair value adjustments of qualifying hedging instruments (see
note 21) are recognized directly in equity.

The Group does not recognize deferred tax liabilities for unremitted earnings of non-German
subsidiaries to the extent that they are expected to be permanently invested in international
operations. The earnings could become subject to additional tax if they were remitted as dividends,
or if foreign earnings were loaned to the subsidiary, or if the Group were to selt its shareholdings in
the subsidiaries.

The Group estimates that the distribution of these earnings in their entirety would have
resulted in € 7 million and € 9 million of additional withholding taxes as at December 31, 2002 and
2001 respectively.

136 FINANCIAL ANALYSIS CONSOLIDATED FINANCIAL STATEMENTS {IFRS) /// NOTES TO THE CONSOLIDATED INCOME STATEMENT

Tax expense is split as follows:

INCOME TAX EXPENSE € in thousands

Year ending December 31

2002 2001
Current tax expense 77173839 155167
Deferred tax income (25,977} (8,222)
Income tax expense 147,862 146,945

Current taxes in the amount of € 1 million which relate to net investment hedges have been
debited directly to shareholders’ equity [see also note 21).
The effective tax rate of adidas-Salomon differs from an assumed tax rate of 40% as follows:

REECONCILIATION 077 TAX RATE

ST T Near ending December 317
2002 2001

€inmillions in% € in millions  in%

Expected income tax expense 156.0 40.0 150.5 400
Tax rate differential 156.7) (14.5) 48.6] (12.9)
Non-deductible goodwill amortization 17.8 4.6 16.1 4.3
Other non-deductible expenses 16.4 4.2 161 4.2
Losses for which benefits were not recognizable
and changes in valuation atlowances 3.7 1.0 55 1.4
Other, net 1.6 0.3 3.6 1.0
138.8  35.6 143.2 38.0
Withholding tax expense 9.1 2.3 3.7 1.0
Income tax expense 147.9 37.9 146.9 39.0
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SEGMENTAL INFORMATION BY BRAND € in millions

T DR T T Tadidas T Tsalomen T TaylorMade-adidas Gotf
2002 2001 2002 2001 2002 2001

Net sales third parties T ees aes  Tess T 76T 07 545
Gross profit 2,004 1,845 279 313 345 281
In % of net sales 39.2 38.2 40.8 43.8 48.8 51.5
Operating profit 343 352 39 63 74 63
Assets 2,294 1,954 581 679 433 316
Liabilities 926 957 179 226 95 58
Capital expenditure 84 13 18 38 46 16
Amortization and depreciation excl. goodwill amortization 57 52 7 7 7 6

............................................................................................................ T T T THeadquarter/ adidas-Satemon

Consolidation

2002 2001 2002 2001

Net sales third parties T Y 2 8 T 6523  enz T i
Gross profit 191 162 2,819 2,601
In % of net sales 43.2 42.6
Operating profit 21 (3) 477 475
Assets 953 1,234 4,261 4,183
Liabilities 1,924 1.869 3,124 3,110
Capital expenditure 22 20 170 187
Amortization and depreciation excl. goodwill amortization 26 25 97 90
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Net sales to third parties are shown in the geographic market in which the revenues are
realized. Intersegment sales represent sales to operational units not belonging to the same region;
the global sourcing function is shown in the Headquarter/Consolidation column. There are no sales
between the brands.

Transactions between the segments are based on the dealing-at-arm’s-length principle.

Segment assets include all operating assets and comprise mainly accounts receivable, inven-
tory, property, plant and equipment as well as intangible assets. Segment liabilities comprise
operating liabilities and consist principally of trade and other payables and accrued liabilities and
provisions. Non-allocable items include goodwill, financial assets, assets and liabilities relating to
income taxes and borrowings, which are included in the Headquarter/Consolidation column.

Capital expenditure, amortization and depreciation relate to segment assets; the acquisition of
goodwill and the inception of finance leases do not affect capital expenditure.

28 /// ADDITIONAL CASH FLLOW INFORMATION
The Group acquired all outstanding shares of adidas Danmark A/S and Cliché S.A.S. in 2001 and of
Arc'Teryx Equipment Inc. and Salomon Danmark ApS in 2002 [see also note 4).

The fair value of the net assets approximated the book value of the net assets acquired.

The assets acquired and liabilities assumed were as follows at the date of the acqu

CASH FLOW OF ACQUIRED SUBSIDIARIES € in thousands

2002 2001
Cash T 8 140
Inventories 7,175 11,371
Receivables and other current assets 4,246 3,149
Property, plant and equipment 1,413 510
Goodwill and other intangible assets 15,153 18,990
Investments and other non-current assets - 8
Accounts payable and other liabilities (4,235) {11,583)
Short-term borrowings - [2,855])
Long-term bank borrowings 14,129) (1)
Total acquisition cost 19,631 19,659
Less: cash acquired (8) {140)
Cash flow on acquisition net of cash acquired 19,623 19,819
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29 /// COMMITMENTS AND CONTINGENCIES
Other Financial Commitments

The Group has other financial commitments for promotion and advertising contracts, which mature
as follows:

FINANCIAL COMMITMENTS FOR PROMOTION AND ADVERTISING € in millions

Dec. 31 Dec. 31

2002 2001

Within 4 year T 195 193
Between 1 and 5 years 417 470
After 5 years 121 66
733 729

Commitments with respect to advertising and promotion maturing after five years have
remaining terms of up to thirteen years from December 31, 2002.

Information regarding commitments under lease and service contracts is also included in
these notes [see note 20).

Litigation

The Group is currently engaged in various lawsuits resulting from the normal course of business,
mainty in connection with license and distribution agreements. The risks regarding these lawsuits
are covered by accrued liabilities and provisions if a reliable estimate of the amount of the obli-
gation can be made [see also note 14}. In the opinion of Management, the ultimate liabilities result-
ing from such claims will not materially affect the consolidated financial position of the Group.
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31 /(1 OTHER INFORMATION
Employees
The average numbers of employees are as follows:

EMPLOYEES

2002 2001

Sales companies 8,935 8,324
Sourcing/Production 3,198 3,689
Global marketing/Research and development 1,512 1,100
Central functions 816 727
14,461 13,840
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Remuneration of the Supervisory Board and the Executive Board of adidas-Salomon AG

REMUNERATION OF THE SUPERVISORY AND EXECUTIVE BOARD MEMBERS € in thousands

2002 2001
Supervisory Board remuneration 218 218
Executive Board remuneration 6,791 6,538
Thereof:
Fixed components 3,341 3,491
Variable components 3,450 3.047
Remuneration of former members of the Executive Board 1,914 1,909
Thereof:
Pension payments to former members of the Executive Board 73 68
Pension obligations regarding former members of the Executive Board 32,726 24,848

Supervisory Board remuneration comprises only fixed components. In addition to the total
remuneration indicated above, two members of the Supervisory Board received € 0.5 million in total
for additional advisory activities for the years ending December 31, 2002 and 2001 respectively.

The remuneration for the Executive Board is divided into fixed and variable components and
components with tong-term incentive impact. The variable component is contingent upon the
attainment of individual and Group targets.

Under the management stock option plan [MSOP]) of adidas-Salomon AG, members of the
Executive Board hold non-transferable stock options on 142,600 shares and 88,800 shares of
adidas-Salomon AG as at December 31, 2002 and 2001 respectively. In 2002, members of the
Executive Board received 39,000 stock options. For details of the stock option plan see note 30.
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SHAREHOLDINGS ow adicas-Saloion AG As at December 31, 2002 [Attachment 1)

Currency Equity Share in capital in %
- currency units held by
in thousands

1 GEV Grundstiicksgesellschaft Herzogenaurach mbH @ Co. KG Herzogenaurach [Germany) EUR 1,557 directly 90
2 GEV Grundstiicks-Beteiligungsgesellschaft Herzogenaurach mbH  Herzogenaurach (Germany} EUR 35 directly 100
3 erima Sportbeklteidungs GmbH Pfullingen {Germany) EUR 2,662 directly 51
4 adidas Versicherungs-Vermittlungs GmbH Herzogenaurach (Germany) EUR 26 directly 100

5 adidas muol GmbH Cham [Switzerland) CHF 13,225 directly 100
6 Salomon Schweiz A.G. Cham (Switzerland} CHF 5,641 12 100
7 Sarragan S.A.10 Fribourg (Switzerland) CHF 252 directly 100
8 adidas Austria GmbH Klagenfurt {Austria) EUR 18,507 directly 95.89
5 4.11

9  Satomon Osterreich GmbH Klagenfurt {Austria} EUR 3,857 12 100
10 adidas Salomon France S.A. Metz-Tessy (France) EUR 519,308 directly 85.5
17 14.5

11 adidas Sarragan France S.a.rl. Landersheim (France) EUR 51,152 10 100
12 Salomon S.A. Annecy (France) EUR 265,805 10 100
13 Salomon IPF SAGSi 10l Metz-Tessy [France] EUR 38 12 100
14 Cliché S.AS. Lyon (France) EUR 1,262) 12 100
15 erima France S.a.r.l. Landersheim (France) EUR 1,147 3 100
16 Mavic S.A. Annecy {France) EUR 22,183 12 100
17 adidas International B.V. Amsterdam [Nethertands) EUR 1,305,118 directly 96.2
11 3.8

18 adidas International Trading B.V. Amsterdam (Netherlands) EUR 607,481 directly 100
19 adidas International Marketing B.V. Amsterdam [Netherlands} EUR 700,896 17 100

{former adidas-Salomon International Finance B.V.}

20 adidas Benelux B.V, i Amsterdam (Netherlands) EUR (1,659) directly 100
21 adidas Belgium N.V. Brussels (Belgium] EUR 1,679 20 100
22 BIG LA NV Houthalen (Belgium) EUR 5,225 21 50
23 adidas {UK) Ltd." Stockport (Great Britain} GBP 74,233 directly 100
24 adidas (ILKLEY) Ltd.n10) Stockport (Great Britain) GBP - 23 100
25 Larasport (U.K.) Ltd. 110 Stockport (Great Britain} GBP - 23 100
26 Sarragan (U.K.] Ltd.110! Stockport (Great Britain) GBP - 23 100
27 adidas Trefoil Trading {(U.K.} Ltd. 110 Stockport (Great Bri GBP - 26 100
28 Three Stripes Ltd.?1® Stockport (Great Br GBP - 23 50
24 50

29 Salomon Taylor Made Ltd.” Basingstoke (Great Britain) GBP 2,640 12 99.8
30 0.2

30 Taylor Made Great Britain Ltd.” ' Basingstoke (Great Britain) GBP - 12 100
31 adidas (lreland] Ltd.2 Dublin {Ireland) EUR 12,409 directly 100
32 adidas International Re Lid 810 Dublin (Iretand) EUR - 17 100
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68

69
70
7
72
73
74
75
76
77
78
79
80

83

88
89
90
9
92
93

94
95
96
97
98
99

adidas Salomon North America inc.3

adidas America inc.®

adidas Promotional Retail Operations Inc.3
adidas Sales Inc.)

adidas Village Corporationd

adidas Interactive Inc.3)

Taylor Made Golf Co. Inc.

Salomon North America, Inc.
Salomon Design Center Inc.19
Arc’Teryx Equipment (U.S.A), Inc 8ol
Bonfire Snowboarding, Inc.

Mavic Inc.

adidas-Salomon Canada Ltd.
Salomon Canada Sports Ltd. 1
Arc'Teryx Equipment, Inc.

adidas-Salomon International Sourcing Ltd.4
adidas Hong Kong Ltd.

adidas (Suzhoul Co. Ltd.

Guangzhou adi Sporting Goods Ltd."0

Guangzhou Adi Trade & Development Co. Ltd. 0

adidas Japan K.K.

Salomon & Taylor Made Co., Ltd.

adidas Korea Ltd.

adidas-Salomon Korea Technical Services Ltd.%
Taylor Made Korea Ltd.

adidas India Private Ltd.%

adidas India Marketing Private Ltd.9

P.T. Trigaris Sportindo {adidas Indonesia)
adidas Malaysia Sdn. Bhd.

adidas Phitippines Inc.

adidas Singapore Pte. Ltd.

adidas Taiwan Ltd.

Portland, Oregon {USAJ

Spartanburg, South Carolina [USA)

Portland, Oregon (USA}
Portland, Oregon {USA)
Portland, Oregon (USA)
Beaverton, Oregon (USA]
Carlsbad, California (USA)
Beaverton, Oregon (USA)
Boulder, Colorado (USA)
Seattle, Washington (USA}
Portland, Oregon (USA]
Haverhill, Massachusetts (USA)
Toronto (Canada)
Montreal [Canada)

Vancouver (Canadal

Hong Kong [China)
Hong Kong (China)
Suzhou (China)

Guangzhou (China)

Guangzhou {China)

Tokyo (Japan]
Tokyo [Japan]
Seoul {Koreal
Pusan (Korea)
Seoul (Korea)
New Delhi [India)

New Dethi (india)
Jakarta lIndonesia)
Kuala Lumpur (Malaysia)
Manila (Philippines)
[Singapore)

Taipei (Taiwan)]
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Currency

currency units
in thousands

CNY

Jry
JPY
KRW
KRW
KRW
INR

INR
IDR
MYR
PHP
SGD
TWD

19,127
9,141

136,718
89,554
106,738
8,098

4762

1,314,665
13,988,476
34,680,000

8,401,000

[56,112)

(19,270,508)
9,653
296,845
2,791
86,100

Share in capital
held by ™

directly
12
68
68
68
68
68
68
68
68
82
68
68
directly
12
7

directly
directly
directly
indirectly
indirectly
86
directly
12
directly
83
directly
directly
17

93
indirectly
directly
directly
directly
directly

{Attachment 1}

100
79.59
51
100
100
99

9.4
92
60

100
100
100




ool
001
001

{1 wswydeny)

gLt - a3A
Aauip 6£9°L2Z gq3A
Anoauip {(927°46) nAN
Apsanp 6006 asn
Ajoauip - NXW
Apoaup 1911 NXW
Anoauip £0L'7LG'L d02
Y
Apsanp 994°199'7 d10
£8 - 148
Apoauip [26L'S) 44
....... K panp (988'Z1) s
Adouip 299'c azN
Anoanp 76012 anv
Adadipu 98€'LL aH1
AMasipul
Aoaup (861°4) aHL
SpUEsNOY) Uy
wiAg pray syun Aduatund
jendes uy aseyg Ajnbg Kauaainy

‘Buipjoyateys ayy sujejulew yxym Auedwiod ay) jo 1aquinu ayj 0} J9Jal SIBGWNU Y] 1,
SSUISNY 3A13E ou Yitm sasedwog g,

apeus sem uonenjea A3inba ou asuesubisul 511 0) anp ‘Auedwiod pajeIOSSY (4
*aouedptubisul J1ay) 0) 8NP Hy UOWIOIES-SEPIP. JO SJUALWIILR]S |BIIUBUL PAIEPIIOSUOD BY) Ul PAPAIIUI UIaQ JoU dARY S31URdWO0D UBAIS
MN 2penJolAe] -uowojes dnotb-qng

0213 dnoib-gng (5

eipu; dnoub-qng ¢

6uioJnog jeusneusdiul uowojes-sepipe dnolb-gng ¢

vsn dnoub-qng

puejad| dnoib-qns

MN sepipe dnoab-gns

(e1enzauap) elebiep ‘tewe)tod o1 8'V'S BIIebuey sepipe ¢ |
V'S ‘ejanzauap ap uolelodio) sepipe gl
(Aenbnun sepipe) v's sadis g Z1L

"y'S eaLaWY uneT sepipe 1|

@A'D 9P V'S 1e1ISNpU| Sepipe OLL

A0 3P "Y'S 0IIX3 3P SepIpE 401

"epy] elquiolog sepipe g}

(e}@NnZauRA) SedRIR)
[Aenbnun) oapiasiuop
[eweued) A0 eweued
(021X} AN 0DIXBIN
[031xapy) A)1 0D1XON
(erqwo)03) ney

‘epi7 a1y seplpe [0}
1»'®PY1 11Ze4g 0P YdSY 901
‘ep) liselg op seplpe  gQ|
y's eunuably sepipe  5Q|

(81147) 21tyg op obenueg
(1zeag) o)ned oes
(lizeag) o)ned oes

(eunuabsy) sany souang

PV pueiEaZ MEN Sepipe g0l
Py Aid enesysny sepipe 701
P 00 [PuR)iRY]) Sepipe 0L

(pue1BaZ MBN] PUBHINY
(enedisny) aaeabinpy

{pueyeyy) yoybueg

{puejiey} ) sjoyBueg "p11 07 {puejiey)) Buipjoy sepipe Q|

2007 "LE 19qWada(] 18 SY 9V Uowoes-sepipe 40 SONIQTOHIUVHS




ABS (ASSET-BACKED
SECURITIES) ///

ADR [AMERICAN
DEPOSITARY RECEIPT) ///

ATHLETIC SPECIALTY
RETAILERS ///

BACKLOGS (ALSO
ORDER BACKLOGS] ///

CAPTIVE (REIINSURANCE
COMPANY ///

CHASSIS //f

CLEARANCE SALES ///

Securities [bonds or notes) backed by loan receivables, accounts
receivable or other quantifiable assets.

A negotiable certificate of a foreign-based company hetd by a US bank
that entitles the holder to all dividends and rights of the underlying
stock. ADRs trade similar to stocks on US exchanges, and provide a
way for Americans to invest in foreign-based companies by buying
their shares in the USA instead of through an overseas exchange.
Unsponsored ADRs are issued by a broker or depositary bank without
the involvement of the company whaose stock underlies the ADR.

A major distribution channel for adidas products in terms of sales.
These stores specialize in merchandising athletic footwear and apparel
products to the 12-24 year-old urban consumer group. Key buying
motivators of these consumers are design and technology underpinned
with strong marketing activities.

The value of orders received for future delivery. At brand adidas, orders
are received approximately six months in advance, depending on

the season. This information is used by the market as an indicator of
future sales performance.

Wholly (or partly) owned (relinsurance subsidiary of a non-insurance
parent created to insure all or part of the risks/exposures faced by
the parent company, its shareholders, group companies or affiliates.

The framework to which the upper part of a shoe or ski boot is
mounted.

Sales made outside the course of normal business, arising from a pre-
planned commercial decision by Management to make discounts to the
list price of articles {normally post-season) in order to clear excess

stock. This does not include sales where a price discount is given in the
normal course of trading with the client, for example volume discounts.
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COMMERCIAL PAPER ///

CORPORATE
GOVERNANCE ///

CORRIDOR APPROACH ///

COR ZONE [COEFFICIENT
OF RESTITUTION ZONE) ///

COST OF SALES ///

CURRENCY-NEUTRAL ///

CURRENT INVENTORIES ///

CURRENT RECEIVABLES ///

Tradable unsecured promissory notes issued for the purpose of short-
term financing. Commercial paper is issued on an ongoing, revolving
basis with maturities typically between seven days and 12 months or
more.

The distribution of rights and responsibilities among different
participants in a company, in particular shareholders, the Executive
Board and the Supervisory Board.

A range of plus or minus 10% around a company’s best estimate of
post-employment benefit obligations (IAS 19). Outside that range, it is
not reasonable to assume that actuarial gains or losses will be offset
in future years.

COR relates to the speed at which a golf ball rebounds from a club-
face. The COR zone is the area of the clubface that delivers the club’s
maximum COR when it makes impact with a ball, resulting in greater
ball velocity on off-center hits and longer drives.

The costs of obtaining and manufacturing products. This figure
includes costs for raw materials plus the costs of production, customs
and delivery to our sales organizations.

Financial figures translated at prior-year exchange rates. This indi-
cates increases or decreases to reported figures by eliminating
variances arising from currency translation and is the best indicator of
underlying business performance.

Inventories within the current range offering, available for sale within
the current season.

Account receivables which are "not yet due”. Payment is expected
within the agreed customer trade terms.
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MARKET
CAPITALIZATION ///

MARKETING WORKING
BUDGET ///

METALWOODS ///

mi adidas ///

MINORITY INTERESTS ///

MOLDED EVA ///

NATURAL HEDGES ///

OPERATING EXPENSES ///

The total market value of all outstanding shares, calculated by
multiplying the number of shares by the current market price.

Promation and communications spending including sponsorship
contracts with teams and individual athletes, as well as advertising,
retail support, events and other communication activities, but exclud-
ing marketing overhead expenses.

Golf clubs (drivers and fairway woods] which are constructed from steel
and/or titanium alloys. The name also pays homage to persimmon
wood, which was originally used in the creation of these products. This
is the largest golf product category in terms of sales.

adidas customization project that gives consumers the opportunity to
create their own unique footwear to their personal specifications in
terms of function, fit and aesthetics. In 2003, this system is available in
Europe, Japan and USA for the running, football, tennis, basketball
(USA only] and handball [Europe only] categories.

The part of net income which is not attributable to a company. Outside
ownership interests in subsidiaries that are consolidated with the
parent company for financial reporting purposes.

Foam-based midsole material that offers lightweight cushioning and
comfort.

An offset of currency risks that occurs naturally as a result of a com-
pany’s normal operations, without the use of derivatives. For example,
revenue received in a foreign currency and used to pay known commit-
ments in the same foreign currency.

Costs associated with running a business which are not directly
attributable to the products or services sold. This refers to sales and
marketing, research and development, as well as general and
administrative costs, and depreciation of non-production assets.
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OPERATING WORKING
CAPITAL ///

OPTION ///

OWN-RETAIL

ACTIVITIES ///

PRODUCT LICEMNSEES ///

PROJECTED UNIT
CREDIT METHOD ///

PROMOTIONAL
EXPENSES ///

PULL-FACE CLUBHEAD ///

RETURMN ON CAPITAL
EMPLOYED ///

A measurement of the net operating assets that a company must
procure in order to finance its day-to-day business. It is the sum of
receivables and inventories less accounts payable.

A financial instrument which ensures the right to purchase [call option)
or the obligation to sell [put option) a particular asset (for example
shares or foreign exchange) at a pre-determined price (strike price] on
or before a specific date.

Sales directly generated through a store operated by adidas. adidas
own retail includes concept stores, concession corners, e-commerce
and factory outlets.

Companies that are authorized to use the name of the adidas-Salomon
Group’s brands to manufacture and distribute products such as sparts
watches, sports eyewear, bodycare products and fragrances.

The accounting method (IAS 19) used to calculate provisions for
pensions and similar obligations. It includes not only the pensions and
vested interests accrued as at cut-off date, but also anticipated
increases in salaries and pensions.

Costs related to sponsorships of individual athletes, teams, federations
and sporting events for the promotion of a company’s brand(s).

A method of metalwood construction that involves separate construc-
tion of the clubhead and clubface, which leads to measurable
improvements in both the strength and weighting of the clubhead.

An indicator of a company’s profitability related to the total financing.
tt is calculated by dividing income before taxes, minority interests and
the financial and extraordinary results by capital employed (defined
as the average of shareholders’” equity plus minority interests plus net
total borrowings for the year).
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adidas-Salomon SEGMENTAL INFORMATION: FIVE YEAR OVERVIEW £ in millions

4,825 4,672 4,427 L6 T
Gross profit 2,004 1,845 1,907 1,827 1,818
Operating profit 343 352 391 431 412
Operating assets 2,294 1,954 2,286 1,987 1,730
salomon T T T T T

Net sales 684 74 703 587 487
Gross profit 279 313 294 233 188
Operating profit 39 63 61 32 6
Operating assets 581 679 566 533 598

Net sales 707 545 441 327 263
Gross profit 345 281 221 160 118
Operating profit 74 63 14 30 20
Operating assets 433 316 219 156 99
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Net sates

Gross profit

Operating profit

Royalty and commission income
Financial result

Income before taxes

Income taxes

Minority interests

Net income?

Gross margin

SG&A expenses as a percentage of net sales
Operating margin

Effective tax rate

Net income as a percentage of net sales?
Working capital turnover

Interest coverage

Return on equity?

Return on capital employed?
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INVESTOR RELATIONS

tel: +49{0)9132 84-2920/ 3584 /// fax: +49(0)9132 84-3127
e-mail: investor.relationsdadidas.de
www.adidas-Salomon.com/en/investor/

adidas-Salomon is a member of DAl (German Share Institute),
DIRK {German Investor Relations Association)
and NIRI (National Investor Relations Instiiute, USAJ.

This report is also available in German.

CONCEPT AND DESIGN
hafelinger+wagner design, munich
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